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PREFACE TO THE FIRST EDITION 


When, in March 1918, the various amendments of the 
Law relating to Income-Tax were consolidated into one 
Act of 1918, I thought it desirable to bring out a work on 
the subject, from accountancy as well as legal points of view, 
inasmuch as no book existed at that time to help the tax¬ 
payer in arriving at a correct estimate of his income or 
profits liable to Income and Super-Taxes. 

It is, therefore, hoped that this little book may prove 
useful to Businessmen, Manufacturers, Lawyers, Tradesmen, 
PrefessionaJ men. Landlords, Employees and others, as 
affording in a concise and clear manner a general idea of the 
important points requiring their attention before paying 
Income-tax, Super-tax and Excess Profits Duty. A study of 
the book will enable them to record the particulars of such 
taxes more clearly m their books, to fill up the legal Annual 
Returns (Statements requited by the Law relating to Income, 
Super and Excess Profits Tax) more accurately, to see that 
they get full benefit ol the rights and reliefs to which they 
are legally entitled, to make claims for the refund of tax in 
the right direction, and in short, to satisfy themselves that 
they are not over-assessed. The book may also prove ol great 
use to Accountant Students, intending to practise as Profes¬ 
sional Accountants and Auditors. 

The manuscript of the first portion of the book relating 
to Income and Super-Tax was ready by September last, but 
I was waiting to see if any change was brought about in the 
Super-Tax Act, which seemed probable at that time, and 
also to get more detailed particulars of the Excess Profits 
Duty. Special pains have been taken to make this little book 
as clear, concise and practical as possible, but as its subject 
matter is a technical one, I shall feel obliged if I am informed 
of any errors that may have crept into the book, so that they 
may receive my attention when preparing a second edition. 


373, Hornby Road, Tort, 
Bombay t 13lh February 1919. 


F. R. M. 



PREFACE TO THE FIFTH EDITION 


Important Changes have taken place since the Indian 
Income-Tax Act, 1922, was passed. The present edition, 
though mainly based on the Indian Income-Tax Act of 1922, 
includes all amendments made by subsequent Acts and 
Notifications upto 1945. 

Technical language has, as far as possible, been avoided. 
Yet, attention has been paid to the practical difficulties 
encountered by Tax-payers, Accountants, and Accountancy 
Students. The Author has taken care to explain and simplify 
such practical problems by means ol copious illustration** A 
chapter has also been included on Legal decisions gnen by 
various Courts of Law (both Indian as well as lhiti-.li) m f ei 
prelmg such problems 

Opportunity has also been taken to revise and enlarge 
the last edition b> bringing this book upto-date, unhiding 
the latch amendments of the Income-Tax Law md Rules 
The nut hoi has In ought his practical experience ol Lienty 
yiais as a high Official ol the Income-Tax IV pirtnn ;d 
togethet will) his teaching expenence of ovei hi teen \<vi- >t 
the subject, to bear on the \anous intricate quediom of tJie 
Income Tax Law and Accounts 

Tins book is not intended to add to the canons t dim. 
tive Refeien^e Books on (he subject, but it ha> Ixen wnthu 
(as the title indicates) hom the point of view o die 
Accountants ot vmmis hrnis and companies and al-o < I die 
students preparing foi Atcounianty Examinations It was 
not, theiefore, intended to deal wilh the subject exhaustively 
nor is it possible to give all the mtuoi uitneaues ot the Law 
in a small book like tins Cate has, howcwei, been taken ro 
see that the book proves undid to almost exerybodv who goes 
tffiough it carelully, so that every layman may be in a posi¬ 
tion to prepare a correct and cleat computation ot lus income 
lor the purpose ot filling in his Income-Tax Return and also 
to conduct his own assessment as well as appeal cases, as tar 
as possible, without the help of Income Tax Advisers. 


F. R. MERCHANT. 
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CHAPTER I 

GENERAL PRINCIPLES OF INCOME-TAX. 


'll. Term* and Phrases used in the Income-Tax Proceedings. 

(1) Abatement .—Any statutory deduction from taxable income, e.g. s 
deduction on account of Life Insurance Premium, deduction on account of 
.minimum liability to assessment, etc, 

(2) Accounting Method .—System of maintaining one's Account Books, 
c.g,, on the Cash Basis, or the Mercantile System of account keeping. 

(3) Agricultural Income- -Any rent or revenue derived from land* 
which is used only for agricultural purposes and on which land revenues or 
local rate is paid to the Government in British India. 

(4) Ancestral Property.— -Property inherited by birth by the male 
members of a Hindu Undivided Family from their ancestors. 

(5) Annual Value of Properly. —The amount of rent for which a pro¬ 
perty might reasonably be expected to be Jet in a certain year, viz., the gross 
annual rent receivable from the tenants. 

(6) Assessee. —A person by whom Income-Tax is payable. 

(7) Assessment. —Mode of computation and levying the tax. 

(8) Assessment Year .--Financial or Government year for which tax is 
payable and winch begins on 1st April and ends on 31st March next. 

(9) Capital Expenditure .—Expenditure incurred in purchasing Capital 
or Fixed Assets, which have been acquired for carrying on the business and 
not for sale, and also subsequent amounts spent thereon which go to increase 
the value of such assets, c.g. t Building, Machinery, Furniture, etc., in a manu¬ 
facturing or trading concern. All other expenditure incurred exclusively 
for carrying on the business is called " Revenue " expenditure, e.g. t Rent, 
Salaries, Wages, Stationery, Advertisements, etc. 

(10) Company .—A body of persons registered usually under the Com¬ 
panies Act is called a “ Limited Company," and also a Foreign Association 
doing business in British India, which association has been declared to be a 
" Company ” by the Central Board of Revenue for Income-Tax purposes. 

(11) Co-parceners .—Male members of a Hindu Undivided Family, who 
<are entitled by birth to share the ancestral property of the family. 
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(12) Demand Notice. — Notice issued by an Income-Tax Officer demand- - 
ing the payment of tax on or before a certain date. 

(13) Depreciation .—Wear and tear of a Capital or Fixed Asset, which is ■ 
allowed as a deduction from the gross profit of a business or profession at 
prescribed rates. 

(14) Discontinuance of Business. —Where a business is entirely stopped ‘ 
or closed down. A mere sale or transfer of a business does not amount to 
" discontinuance/' but is a “ succession " thereto. 

(15) Dividend. —Profit of a limited company distributed amongst its 
shareholders. 

(16) Double Income-Tax .—Income-Tax levied on one and the same in¬ 
come in British India as well as in a country outside British India or Indian 
State, because such income accrues or arises in British India and is subse¬ 
quently transferred outside British India, or it arises outside British India 
and is subsequently remitted to British India. 

(17) Drawings of Partners. —A portion or whole of the profits of a part¬ 
nership business withdrawn by the partners for their personal use. Also 
amounts withdrawn by partners from their Firm in anticipation of their share 
of profits of the Firm. 

(18) Firm. —Collective name used for the partners of a partnership 
business. 

(19) Hindu Undivided Family .—The collective name for the members - 
(both male as well as female) of a family having common messing, worship, 
etc., and owning ancestial property. 

(20) Income .— It is a periodical monetary return, which is capable' of 
being ascertained in money and accrues or arises periodically. It comes 
with some sort of regularity or expected regularity. It is derived from 
definite source or sources. Also vide High Court decisions rc: (< Taxable 
Income ” in Chapter XIII. 

(21) Local Authority. —A body of pet sons established by the Governor- 
Gerieral-in-Oouncil for administering a Local Fund, c.g,, Municipal Corpora¬ 
tion, Distuct Board, Port Trust, etc. 

(22) Obsolescence Loss.- -Loss incurred in discarding an asset, which is 
no more fit for use in a business. It need not necessarily be obsolete. 

(23) “ Previous ” year.—( See Chapter I, § 4 (B) Basis of Assessment.) 

(24) “ Recognised ” Provident Fund. —A Provident Fund that has been 
recognised by the Commissioner of Income-Tax. 
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(25) * # Registered 99 Firm .—A firm whose partnership agreement has 
been registered by an Income-Tax Officer. Where the agreement is not so 
registered, it is known as " Unregistered ” Firm. 

(26) Reserve.~A portion of the profits of a business set apart for meet¬ 
ing future contingencies, e.g ., Reserves for Bad Debts, for Depreciation, 
for Taxation, etc. 

(27) Return of Income. —The prescribed form in which an assessee has 
to declare his total income from all sources. 

(28) Revenue Expenditure. —(See Capital Expenditure). 

(29) Succession to Business. —(See Discontinuance of Business). 

(30) Super Tax. —Additional Income-Tax payable on one's Total 
Income from all sources exceeding a certain limit, as prescribed by the 
Finance Act, which is Rs. 25,000 at present. 

(31) T 'ax Free Securities. —Securities issued by Government free of 
Income-Tax, the interest whereof is, therefore, exempted from Income-Tax 
(but not Super Tax). 

(32) Unregistered Firm. —(See Registered Firm). 

§2. Officials of the Income-Tax Department of the Central 

Government, 

In order to follow the Income Tax pioceedings, it is necessary to know 
the functions of the various officials appointed by the Central Government 
to administer I he Income-lax Law. They are :— 

(tf) Central Hoard of m Revenue, —This Board, which consists of two 
members, is appointed by the Central Government to control and 
collect Government Revenue from all sources, viz., Income Tax, 
Super Tax, Corporation Tax, Excess Profits Tax, Customs Duty, 
Salt and Excise Duty, etc. One of the members of this Board is in 
charge of the Income Tax Department for the whole of British India, 
lie is the administrative head of that Department. On his recom¬ 
mendations, the Central Government makes the appointments of 
Commissi oners mid Assistant Commissioners of Income Tax and also 
of Income-Tax Officers. All these officials are subordinate to, and 
under the control ot, the Central Board of Revenue. The Central 
Board cannot, however, interfere with the appellate functions of tl c 
Appellate Assistant Commissioners of Income Tax. 

(b) Income-Tax Officer . — This Officer computes an assessee's Total 
Income from all sources from the Return of Income filed by him. 
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For this purpose, he may have to examine the assessee's accounts. 
His order containing the computation of income and the tax, called 
the 44 Assessment Order/' should be furnished to the assessee on 
application. After the assessment is made, he demands the Tax 
from the assessee and recovers the same from him. 

fc) Appellate Assistant Commissioner .— If an assessee is not satisfied 
with the assessment order of the Income-Tax Officer, in respect of 
the amount of income and the tax ordered to be paid therein, he 
can appeal against such order to the Appellate Assistant Commis¬ 
sioner, who hears the assessee and also examines his accounts, if 
needs be, and decides the appeal. He may confirm the assessment 
order of the Income-Tax Officer, or he may reduce or cancel the 
assessment, or he may even increase the assessment in rare cases. 
He is supposed to be a judge between the assessee and the Income- 
Tax Officer. 

(d) Inspecting Assistant Commissioner.— This officer inspects the as¬ 
sessment work of the Income-Tax Officers in his own jurisdiction. 
His permission is also necessary in certain cases, before the Income 
Tax Officer levies penalty or starts prosecution against an assessee. 
He also looks after the administration and establishment of the staff 
under his own jurisdiction. 

Commissioner.— He is the administrative head of the Income-Tax 
Department of one or more Provinces ovei which he is appointed 
by the Central Government. Subject to cei tain i estiictions, he also 
hears and decides applications tiled by assessees against the orders 
of the Income-Tax Officers. He can also review of his own accord 
assessments made by his Income-Tax Officers, so long as his orders 
are not prejudicial to the assessee. His ordeis are, however, final 
and cannot be subsequently appealed against. If the Commissioner 
is not satisfied with the orders of an Appellate Assistant Commis¬ 
sioner, he can direct the Income-Tax Officei to appeal theieagainst 
to the Appellate Tribunal. Further, if the Commissioner is not 
satisfied with the Orders of the Tribunal on a point of law, he can ask 
the Tribunal to refer that point to the High Couit and il he is not 
satisfied even with the High Court’s order, he can appeal to the Privy 
Council with the permission of the Central Board of Revenue. 

(/) Appellate Tribunal ,—If, however, an assessee is not satisfied with 
the order of an Appellate Assistant Commissioner and he thinks 
that an important point of Law is involved and he feels that he may 
have to approach the High Court for its interpretation, he may file 
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his appeal with the Income-Tax Appellate Tribunal. This Tribunal 
is appointed by the Central Government : and is subordinate to the 
Legislative Department of the Government of India. Each Tribu¬ 
bal or Bench consists of two members, one of whom is a Lawyer and 
the other is an Accountant. In the case of important appeals, and 
also where two members of a bench disagree between themselves, 
a Bench of three members is formed by the President of the Tribunal. 
The Tribunal's order on questions of fact is final. If, however, the 
assessee disagrees with the Tribunal's decision on questions of Jaw, 
he can ask the Tribunal to refer the said questions to the High Court. 
With certain restretions, an assessee can even appeal to the Privy 
Council against the oiders oi the High Court. 

§3. Origin of Income-Tax, its definition and extent. ^ 

Income-Tax is a levy made by Government on the income, profits and 
gains of individuals, firms, companies, Hindu undivided families and other 
associations of persons, in consideration of the protection by Government 
of the proper ties and assets of such pei sons and of trade and commerce in 
general. 

1 hough the Law relating to Income-Tax, in India came into force in the 
year 1860, the tax was already in existence in the United Kingdom ever since 
1798, when it was introduced as a War Tax by the well-known statesman 
Mr. Pitt. The tax was, however, withdrawn in 1816 and was reimposed in 
1842. The Indian Income-Tax Act of 1886 was modified from time to time 
and merged into the Art of 1918. Thereafter, some amendments were made 
in 1919 and 1920. All these enactments were, however, consolidated into 
the present Income-Tax Act of 1922. Thereafter, various further changes 
were made in almost every year until the* year 1939, when the Act of 1922 
was further amended on a big scale by the Income Tax (Amendment) Act of 
1939. Minor amendments were made even thereafter practically every year. 
The Income-Tax Appellate Tribunal started doing work early in 1941. 

The Income-Tax Act, 1922, extends to the whole of British India, includ¬ 
ing British Baluchistan and the Sonthal Parganas and applies also, within 
the dominions of Princes and Chiefs in India in alliance with His Majesty, to 
British subjects m those dominions, who are in the service of Government or 
of a Local Authority and to all other servants of His Majesty in those domi~ 
nions. 


§4. Liability to Income-Tax and the basis of assessment 
thereof. 

(A) Liability to Income-Tax* 
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V. 


The three classes of assessees and their respective liability to assessment 
are explained hereunder*— 


(1) Persons resident and ordinarily resident in British 
India* 

(a) Any individual is a resident in British India in any year if he (i) is in 
British India for at least one hundred and eightytwo days (i.e.> half 
year); or (ii) maintains a dwelling place in British India for at least 
one hundred and eightytwo days ( i.e half year) and is in British 
India for any lime in that yeai ; or (Hi) is in British India for any 
Unit' however short during that year (other than on a casual visit) and 
has been in British India for periods amounting in all to more than 
365 days (i.e., one yeai) wiihiri the four preceding yeans, or (iv) is in 
British India for any time in that y<ar and the Inc ome Tax Ofhctr 
is satisfied that such individual having ai rived in British India during 
that year is likely to remain in British India for not less than 
three years from the date of his arrival, e.g., a Government ora 
commercial employee coming out to India for the first time' for a 
teim of service under a contract. 

(b) Any Hindu Undivided family, firm, or other association of persons is a 
resident iri British India unless the control and management of its 
affairs is situated wholly without British India. 


(c) A company is resident in British India in any yvr (/) il the control 
and management of its attains is situated wholly in British India in 
(hat year, or (n) if its income arising in British India in that year 
exceeds its income arising outside British India in that year. 

Such resident assessee is liable to be assessed on all income, which 
(i) accrues or arises or is deemed to accrue or arise to him m British 
India during such year, or (ii) accrues or arises to him outside 
British India during such year, or (Hi) having accrued or arisen 
to him without British India before the beginning ol such year 
and after 1st April, 1933 is brought into or received in British India 
by him during such year. 

(2) Persons resident but not ordinarily resident in British 
India* 

(a) An individual is not ordinarily resident in British India in any year 
if (i) he has not been resident in British India in 9 out of the 10 pre¬ 
ceding years, or (ii) he has not during the 7 preceding years been in 
British India for periods amounting in all to more than 2 years. 
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(b) A Hindu undivided family is not ordinarily resident lxi British India 
if its “Karta” (Manager) is not ordinarily resident in British India, 

(c) A Company, firm or other association of persons is not ordinarily resi¬ 
dent in British India if it is not resident in British India, 

Such resident but not ordinarily resident assessee is liable to be assessed 
on all income, which accrues or arises to him without British India 
and is derived from a business controlled in, or a profession or voca¬ 
tion set up in, India (not British India) or is brought into or received 
in British India by him during such year. 

(3). Persons not resident in British India* 

(a) Any person who is resident outside British India and who is not 
coming within the scope of (1) or (2) above is a " non-Residcnt 

Such person is liable to be assessed on all income that accrues or 
arises or is deemed to accrue or arise to him in British India during 
the previous year. A dividend paid outside British India is deemed 
to accrue and arise in British India to tlie extent to which it lias 
been paid out of the profits subjected to income-tax in British India. 
Further, income chargeable under the head “ Salaries" if payable 
in British India (and not being pension payable without India) 
is deemed to accrue oi arise in British India, wherever paid, if it is 
earned in British India. Furthei, whine a husband is not resident 
in British India, remittances received by his wife resident m British 
India, out of any part of his income which is not included in his 
total income, is deemed to be income accruing in British India to 
the wife. (Also vide High Court cases in Chapter XIII). 

(b) Xon-Resklcnts are also of two kinds, viz., (1) British subjects, in¬ 
cluding subjects of Indian States or of any part of the British Do¬ 
minions or Colonies, and (2) all other non-residents. Income-Tax 
for a British Non-Resident is computed at the rate applicable to his 
" Total World Income." The total woi Id income is his income from 
all sources wherever accruing, including British India income. The 
rate applicable to Other non-Residents is the maximum rate of 
Income-Tax payable by Joint Stock Companies, As regards Super- 
Tax, the rate applicable to any non-Resident is the rate applicable 
to his Total World Income, 

1 (c) Income-Tax must be deducted at source from all payments made to 
Non-Residents on account of Salaries, Interest, Royalty or any 
other sum accruing in British India and chargeable to tax. No 
tax should be deducted from salaries payable abroad for services 
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rendered outside British India, or from Interest payable abroad for 
loan raised outside, and not brought into, British India. 

( B) Basis of Assessment. 

The tax for a current financial or assessment year, which begins on 1st 
April and ends on 3ist March next, is based on the income earned or received, 
as the case may be, during the “ previous " year. The " previous ” year 
means the accounting year just completed before the commencement (1st of 
April) of the Financial or Assessment year in question. As for example, 
the current assessment year is 1945-46, which began on 1st April, 1945 and 
which will end on 31st March, 1946. For the purpose of this assessment, the 
income earned or received by an assessee during the previous year 1944-45 
(From 1st April 1944 to 31st March 1945) will be taxed. If an assessee keeps 
his accounts as per “ Calendar *' year, such income will be taken as was 
earned or received by him from 1st January to 31st December, 1944. If, 
however, he maintains his accounts as per “ Sam vat ” or Diwali year, he will 
be assessed on his income of the Samvat year 2000 ending on 29th October 
1944, and so on. Such “ pievious ” year, having once been adopted by an 
assessee and accepted by the Income-Tax Department, cannot subsequently 
be allowed to be changed by him without the previous permission of the 
Income-Tax Officer and subject to certain conditions made by the latter 
to safeguaid Government revenue. Also vide High Court decisions n?: 
‘'Previous Year*’ in Chapter XIII. 

§5. Application of the Income-Tax Act and the Exemptions 
allowed thereunder:— 

(a) Special Exemptions . 

The Act shall apply to all income (i vide definition of income on page 2 
lieieof) from whatever source denved, accruing or arising or received, or 
deemed under the Act to accrue or arise or to be icceivcd, in British India. 
But, any income, profits oi gams falling within the following classes are not to 
be included in the Total income of the person receiving them, viz :— 

(1) Any income from property held under trust, oi other legal obliga¬ 
tion, wholly for icligious oi charitable purposes, and in the case of 
property so held in part only for such puqDoses, the income applied 
or finally set apart for application thereto. A private religious 
Trust is not so exempt. Also vide High Court Decisions re: u Cha¬ 
ritable Trusts ” in Chapter XIII. 

(2) Any income derived from business carried on on behalf of a religious 
or charitable institution, when the income is applied solely to the 
purpose of the institution and the business is carried on in the course 



9 


of the carrying out of a primary purpose of the institution, or the 
work in connection with the business is mainly carried on by bene¬ 
ficiaries of the institution* 

(3) Any income of a religious or charitable institution derived from 
voluntary contributions and applicable solely to religious or chari¬ 
table purposes. No relief is allowed to private family religious 
trusts, e.g. t family idols, etc. 

(4The income of a Local Authority, except the income of a trade 
^ or business carried on by such authority so far as that income is not 
income arising from the supply of a commodity or service within 
its own jurisdictional area. 

(5) Interest on Securities which are held by, or are the property of, 
any Provident Fund to which the Provident Funds Act applies. 

(6) Any capital sum received under a Life Pol icy, or by way of compensa- 
pensation foi death oi injuries, or in lieu of commuted pension. 

(7) Any special allowance, benefit or perquisite specifically granted 
usually by an employe! to meet expenses 'wholly and necessarily 
imuired in the pcifonnance of the duties of an office or employ¬ 
ment of profit, c.g., conveyance allowance to an employee doing 
outdoor work, etc. 

(8) Casual and non-rccurring receipts, which are not in the nature of 
the assessee’s business, profession, vocation or occupation. Also 
vide High Court decisions re * “ Casual Receipts ” in Chapter XI1L 

(9) Agricultural Income, on which land revenue or local rate has been 
paid to the Government m British India. Wheie agricultural 
income cannot be sepaiated from certain business income, t g., 
profit on the sale of Tea grown as well as manuiactured by one and 
the same asscssee, a certain percentage of the profit is treated as 
business income, which is taxable; while the lest is treated as agu- 
cultural income, which is exempt from taxation. Forty per-cent, 
of the total income derived from the cultivation and sale of Tea is 
to be so taxed and the remaining sixty per-cent, will not be taxed. 
Also vide High Court decisions re. '‘Agricultural Income'* in 
Chapter XIII. 

(10) Any income received by trustees on behalf of a provident fund 
recognised by the Commissioner of Income Tax, and of a super-* 
annuation fund approved by Central Board of Revenue* 
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(11) Any income received by (i) a recognised representative m British 
India for political purposes of an Indian State, or its Ruler, as his 
remuneration from the State or Ruler for service in such capacity ; 
{«) a Consul of a Foreign State as remuneration from such State 
for service m such capacity, (m) a person, not being a British 
subject or the subject of int Indian State, employed by the Consulate 
of a Foreign State, <ls remuneration from such State for service in- 
such capiuty , (tv) a luule Commissioner (or his stitf) m Rntish 
India of any outside Government a-, his Official silary if there be 
similar leuprocal exemption m the country ol such (m\< inrncnf , 
(v) schol ushipgranted to meet the cost of educ ition (vi) illow met s 
ittached to the Victoria Cross, the Military (ioss, the King s Police 
Medtl, the Indnn Police Medal (vu) intact on Government 
Securities which aie the property of the Indian Stitcs 01 Punces 
and Chiefs, (vm) the yield of Post Office ( ash cutifn ites (n) 
interest on Deposits m Post Office Savings Bulk (a) Imomi ot 
Universities , (xi) Indian Pension drawn by non Residents outside 
India, (xit) interest on Mysore Duibar Secuntns (xm) Hint fire 
quartets of Governor-General, Comm ruder -m-( hit f, Go\un is mcl 
Chief Commissioneis, 

(b) Exemptions of a General Nature . 

(1) Hu t ix shall not be payable by m issessee m respect of mv sum 
that lie icceives as a member of i Hindu undivided f imdy out a 
the family income. 

(2) No fax will be payable (i) by a partnei of an unregistered firm on 
his share oi the Jnn» s income, which is already isnssed m the 
hands of the unregistered firm , or (u) by a membu of in associa¬ 
tion of persons on his shaie of the associ it ion’s income, which is 
already assessed m the h ends of the association collecti\ ely , or 
(m) m uspeet of any income accruing or arising within an Indian 
btate unless such income is received oi brought into or deemed 
to have been leccived m British India 

(r) Exemption on account of Life Insurance, Provident or Superannua¬ 
tion Fund „ 

(1) Ihe tax will not be payable (i) m respect of any sums paid by an 
assesset (for which he will have to produce necessaiy pi oofs) to 
effect an msuiance on his or her own life, or on the life of a wife 
or husband of the assessee or (n) m respect of any sums paid by 
an assessee for a contract of deferred annuity on the life of the 
assessee or that of a wife or husband of the assessee; or (m) as a 



contribution to any Provident Fund (either Government or Re¬ 
cognised) to which Provident Fund Act applies, or to an approved 
Superannuation Fund ; or (iv) interest earned on Provident Fund 
not exceeding one-third of the Annual Salary, 

(2) In the case of a Hindu Undivided family, insurance premium on 
the life of any male member or his wife will be exempt. 

Exception .—In the case of (1) and (2) above, any insurance premium 
in excess of 10% of the policy value assured will not be 
allowed. 

(3) The aggregate sum for which relief is claimed under (1) and (2) 
above should not exceed one-sixth of the assessee's Total Income or 
Rs. 6,000 whichever be the lower; or Rs. 12,000 in the assessment 
of a Hindu Undivided family. 

§ 6. Heads offlncome Chargeable to Income-Tax* 

Income from various sources may be taxed under any one or more 
of the following heads:— 

(a) Salaries, including wages, dearness allowance, pension, annuity, 
gratuity, bonus, allowance, commission, etc., earned by an employee in 
lieu of or in addition to salaries. 

(b) Interest on Securities issued by Government, a Local Authority, 
or a Company. 

(c) Income derived from landed property {viz., Buildings and land v 
appurtenant thereto). 

{d) Income, profits or gams, derived lrom business, trade, commerce, 
profession, vocation, etc. 

(e) Income derived from other sources:— (i) Interest on mortgage, 
loans, fixed deposits, current accounts, etc.; (it) Dividends from 
Joint Stock Companies; (in) Ground Rents earned from letting 
lands; (iv) Sources other than (i) t (ii) t and (in), e.g, r Director's 
Fees, Examiner's Fees, Royalty from Books, Tuition Fees, etc. 



CHAPTER II 


ASSESSMENT PROCEEDINGS- 


§1. Notices of the Return of Income. 

On or before 1st May in each year, the Income-Tax Officers will publish* 
a Notice in some of the important newspapers of their respective Provinces 
requiring every person, whose total taxable income from all sources during 
the “ previous ” year exceeded the maximum amount which is not charge¬ 
able to Income-Tax, to furnish, within such period (not being less than 65 
days) as may be mentioned in the notice, a Return of his Total Income and 
Total World Income. The Income-Tax Officer will also send out, at the 
commencement of each financial year, a similar Notice to all persons who, 
in his opinion, are liable to pay Income Tax, requiring them to furnish within 
such period (not being less than 35 days) as may be mentioned in such not k e 
Return of their Total Income. The receipt of the Return, where the same 
is sent per hand dcliveiy or by Registered Post, should be acknowledged 
by the assessee on the slip accompanying the Return. Care should also be 
taken to mention the date ol the receipt oi the Return on such slip and also 
on the Notice itself, because the Return lias got to be submitted duly filled in 
to the Income-Tax Officer within the period mentioned irt the Notice. In 
either case, the period mentioned in the Notice can be extended by the Income- 
Tax Officer, if so requested by the assessor, particularly when the latter has 
not completed his Accounts or is not in possession of all the materials 
(facts and figures) to enable lnm to fill in such Return. It will be seen from the 
facts given above that even if an Income-Tax Officer has failed to issue the 
Return to an assessee, the lattei js bound to file his Return of Income(wlxKh 
lie should obtain from the Income-Tax Officer) with (lie Officer of his own 
accord and within the period mentioned in the Notice given m the Press. 


The leader is advised to follow the instructions given in the above 
notices. If the Return is not filed in time, there are very bad conse¬ 
quences thereof. As for instance, a summary assessment on estimated 
income (which may be much higher than the assessee's actual income) 
may be made by the Income-Tax Officer. Not only that, but such an 
assessee may be prosecuted for not complying with the Officer's notices. 
Also a heavy penalty (fine) can be imposed b}^ the officer for such default. 
Some persons like to take the chance of a light assessment, if they have 
made unusually big profits in any one year. But, they are sure to be roped 
in sooner or later by the Officer, in view of the provisions of Section 34 of 
the I.T. Act, whereby an Officer can re-open assessments of the last four 
years under certain circumstances. It is, therefore, always advisable not 
to evade the requirements of the notices issued by the Officer. 
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*§ 2. Completing the Return of Income. 

Form of return ot total income and total world income for 
individuals, Hindu Undivided Families! companies. local 
authorities, firms and other Associations of persons under 
Suh-section (1) or (2) of Section 22 of the Indian Income* 
Tax Act, 1^22—See notes . 

Income-Tax year 1945—1946. 

Name: A. K Shah 
* Status: Individual 

Address : J 5 J-J 55 , Kalbad vi Road , Bombay. 

PART I- 


Statement of total income and total world income during the previous year 

ended 31 st March 194 $ 


Somecs of Income 

1 

\ mount of 

Inc ome. Profits 
or Gams. i 

2 

Tax already charged 
or deducted at 
source 

S 


Rs 

Rs As. Ps 

SFCTION A— Income which accrufd. 

Salary I5,000t 


ARCS! , OR WAS REU IVED OR IS DEEMED 

(ommission 2,000 


TO HAVE ACCRUED, ARISEN OR BFFN RE- 

Dearness 


cejved in British India [and, unices the 

Allowance 2,500 


assessee is not result nt m British India, 

Bonus 2,750 


income arising abroad excluding income 

hmplo\ev } s 


accruing or at)sing in an Indian State ftom 

( onto ibu- 


a business controlled m or a profession or 

lion to Pro - 


vocation set up m India (including Indian 
States) 

vident Fund 1,500 

4,000 0 0 

I Salarii s—(I he value of rent-free 

Interi st etc. 


quarters and conlubutions by your em- 

on Prom* 


ploytr to a recognised Ftmident Fnndj 

dent fund 250 


with inkiest on such contributions and 



on accumulations theicof should be 



shown se pai ah h ) 



2 Interfsi on Securities 



as per 10 vouchers attached , 



Interest from which tax has been dc due t- 
cd 

JJ13 

313 1 0 

Interest which is tax-free as per one vouch - 



cr attached 

30 


Cfd. 

25,161 

1,111 l 0 


•Please state here whether Hi© assessteis Individual, Hindu Undivuh (1 Family, 
Inrm, Company. Local authority or an Association of persons 


f This salary inc ludes Mr. Shah’s own contribution to a Recognised Provident 
dFund of Its. 1,250. 
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PART I— (Conti.) 



Amount of 

Tax already charged 


Income, Profits 

or deducted at 

Sources of Income* 

or Gains. 

source. 

1 

2 

3 

BF. 

25,163 

4,313 1 0 

3. PROPERTY 



Total amount as detailed in Part VT of 

2,500 


this return. 



4 Business Pkoftsmon or Vocation - 



(a) Profits and gams as detailed m Part 



IV of this Return 

67,599 


(b) Share of profits in a registered firm 



(A. C. and Company —| share) 

10,000 


(c) Share of profits m an unregistered 


| 

him. (A. D. and Company-zz.^ share) 

8,000 

j ( Taxed at source ). 

5. Other Sources 



Dividends from companies (gross amount) 

About 139 

About 39 2 0 

(. Neills. WO). 



Intere c t on Mortgages, Loans, Fixed De 



posits, Cuirent At counts, etc 

100 


Ground Rents 

200 


Sources other than those mentioned 



above (details aflat hed) 

2,000 


Total of Si chon A 

Rs. 1,15,701 

< 

1 

4,352 3 0 


SECTION B~ Income not included in 
SrcTroN ‘A' which accruth or arose 
ouisiih British India and was 

BROUGHT INTO PRITISH INDIA DURING 
THr PRI VIOU^ Yl AU 

(Peisons not resident in British India 
should write “ not applicable ” in this 
set turn) 

1 Out of income which acautd or arose 
during such previous }ear (give details)— 

(а) In an Indian State . .Ks. tWOl 

(б) llsewhere .. ..Ks. 400 J 

2 Out of income wlrnh accrued oi arose 
prior to such previous \car but after 1st 
April 1933 (give details) excluding such 
part of it as has suftcicd tax after the 
commencement of the Income-tax Amend¬ 
ment Act 1939. 


1,200 


3,000 
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3. Out of income accruing or ansmg in an 
Indian State whit li has been included as 
part of the total income m any preceding 
assessment but no! actually charged to 
tax 

(Not to be included in the total| 
at foot or i hi, page). 


Amount oi 
Income, Profits 
or Gams. 


Tax already charged 
or deducted at 



SECTION C--Income which accrued or 

AROSE Ol/ISIDE BRITISH INDIA DURING 
THr PREVIOUS YEAR AND IS NOL INCLUD¬ 
ED IN Sfction ‘V OR ‘JB’ 

(a) Non resident should show the 
full amount in column 2 

(b) Persons resident and Rs 6,000 
ordinarily resident „ 4,500 

should dun\ liere - 

then income «nciuing Rs 1,500 

or an sing ahioad-—~ 

othet Ilian that in an Indian 
Stab (details attached). 

(r) Income ar c ruing or arising in an 
Indian State fiom n business 
contiolled m oi a profession 
or \ocatum set up m India 
including Indian States 

[Applicable to ]xrsons resident 
whether ordinarily resident or 
not] 

(d) Income accruing oi arisingm an 
Indian State not me ludecl m (c) 
abo\ f 

[Not applicable to persons resi¬ 
dent but notlordmarily resident.] 

Income undei { c ) and (d) is to be included 
in ' total income ’ but is exempt from 
tax for any assessment for 1942 43 and 
subsequent \cars — 


1,500 Income from Aden 
business not con¬ 
trolled w India. 


5,000 J Income from Baroda 
» business controlled 
m India . 


7,000 Uu<m( ftom Hyder¬ 
abad business not 
controlled in India 
and also other in - 


Total of sections A, B and C 


Rs. 1 , 33,101 


4,352 3 0 
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PART II. 

Statement of sums. included in total income in respect of which Income- 

tax is not payable 


I. Sums deducted from salary payable by the Crown and to which the 
proviso to Sub-section (1) of section 7 ot the Act applies. 

Rs. 

Nil 

2. Sums paid to effei t an insurance on the life of the assessee or on the life 
of Ins wife, or her husband or in respect of a contract for a deferred 
annuity ; or in the case of a Hindu Undivided Family, to effect an 
insurance on the life of any male member or his wife. (The originali 
receipt from the Insurance company is attached ) 

8,000 

3. Contributions to (a) any provident fund to winch the Provident Funds 
Act, 1925, applies (b) a recognised provident fund or (c) an approved 
superannuation fund, and (d) interest on contributions to a recognised 
provident fund and accumulations thereof which is exempt from In¬ 
come-tax. 

(a) 2,750 

(/;) 250 

4. Share m the income of an unregistered firm or an association of persons 
where the tax has already been paid or is payable on the income bv the 
firm or association (details attached). 

8,000 

5. Interest on tax-free securities 

50 

6. Income accruing or arising in an Indian State which is exempt [Items (r) 
and ( d) in Section C of Part IJ. 

12,000 

Total .. .. Ks. 

31,050 


PART III. 

Particulars required under Sub-section (5) of Section 22 of the Income-tax 

Act, 1922. 

(a) To be completed in the case of all persons engaged in a business, profession 
or vocation. In the case of a firm this section should be completed on the 
firm's return and not on the individual partner's returns. 

Name in which the business, profession Messrs . A. B. & Co. (Sole Proprietor 
or vocation is carried on, or, in the —A,K. Shah.) 
case of a firm the firm's name. 

Principal place of the business, profes- 151-153, Kalbadevi Road , Bombay . 
sion or vocation. 
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PART III— (Conti.) 

location and style of each branch : 


1. Messrs. A. B & Co. t Madras. 

2. ,, A. B & Co , Calcutta. 

3. „ Shah & CoAden. 


4. Messrs. Shah & Co , Baroda. 

5. „ Co , Hyderabad 

(Deccan). 


(b) To be completed m the case of firms only. 


Name ot each partner 


Address 


Extent of shait includ¬ 
ing interest on 
t ipttal, salary com¬ 
mission or other re- 
mimeidtion, if any, 
(Give details) 


Not applicable. 


(c) To be completed in case where the a^scssee is a partner in a firm or firms . 


Share of cuh partner 
Address including intnest on 

of each c apt til, salary, com- 

partner mission or other remu- 
miation, it an), 

(Gi\e details).** 




| A 0-8-0 share 

10,000 

cjo rhe Firm 

C 0 8 0 share 

10,000 


Salary 

4,000 


t omnussion 

2,000 


A 0-6 0 share 

6,000 

cjo The Firm 

( ommission 

2,000 


D 0-10 0 share 

10.000 


Salary 

2,000 


Interest 

500 


2 
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PART IV. 

Particulars of income from Business, Profession or Vocation. 

(1) Tix the case of a firm this part is 1 o be completed in the firm's Return 
and not in the partneis* individual returns. 

(2) If the accounts are kept on the meicantile accountancy or book profit* 
system a copy of the Profit and Loss Account and Balance Sheet must be at¬ 
tached to this Return If the accounts are kept on any other system, the name 
oi desu iption of the system is to be stat cd and a copy of any statement which 
corresponds to the Profit and Loss Account m the mercantile accountancy 
system must be attached to this Return. In the case of a Company a copy of 
the Auditor’s Report and certificate must also be attached. 


PrOFIJ Ok Loss A c PER PROFIl AND T OSS ACCOUNT (OR STA'UMJNr 
CORRESPONDING TO THI PROPTl AND LOSS A< COUNT) FOR IHE Yl AR 

i nded 31 March 1945 . 

Us 

35,000 

Rs. 

Add — {Dedmt if tlic above figure is a loss) 

Any profits ot gains not included in arriving at the above figure of 
pioht 

Nil 


Reserve lot Pad Debts 

2,000 

i 


Sums tanicd to lescivs feu piovidcnt oi other funds 

1,000 


Interest c iedited to rescues oi othei funds 

200 


1 voendit me of the natine of < harity or presents .. 

1 000 | 


ExpendiRue ot the natun of capital 

r >oo ! 


Income tax or Supeit 

i 

4 000 


Diavungi ot propru tot oi partncis 

i 

6,000 


Salaries and commission paid or ciedited to the piopuetor oi part- 
nets 

8,000 


Inteiest aUovvc^l to propiutor ot partners* on capital oi loan ac¬ 
counts 

800 


Rental value of Ur piopcrt} owned and occupied.. 

6,000 


C ost of additions to oi alterations, extensions or improvements to 
any of the assets of the business .. 

1,000 
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PART 1 V—(Contd.) 


Losses sustained in former years and charged m arnvmg at the 
figure of profit (or loss) shown above . 

12,000 

i 

Depru latum of any of the assets ol tlie business .. 

2,500 


Private or personal expenses .. 

i 

500 


1 Any other expenditure not incurred wholly and c xclusively for the 
purpose of the business, profession or vo< ation {Vidt delnls) 

1,000 



i 

2 An} other expenditure whuh is not allowable unde t tin piovjsiom 
of Section 10 ot the Income-tix Ac t, 1922 Vtdi det ills 

2 500 

84,000 

Dedm t~ 

3. Any profit ot gams, capital sums or other items credited in arnv 
mg at the above figure of profit which are not taxable or upon 
which lax has alrcad} been paid Vide details — .. 

1,600 


lnt<n t on si c untie s t ix-ftec 

50 


Depreciation dlow tble as shown m Part V of this Return 

751 


4 An} olhci illow ibh expense which has not been charged m ar- 
iiv nig at the ibovc figuie of profit Vide details - 

14,000 

16,401 

Net pi ofit (ot loss) c an led to Part l of tins Return .. Rs 


67,599 


JV B — I he above paititulars should be given tor each sepaiate and distinct business 
profession 01 vo< thon. 


1 Details of Us 1,000 — 

Lx-gratia pdvments to two employees 


Rs. 


2 . 


3 


4 


Details of Us 2,500 — 

(1) Intelest on loan to a Non-Resident from which tax was not 
deducted 

(2) bines in cl Penalty and Legal Chaiges thereof 

(3) Prokeiuge paid foi raising Loans 


2,000 

200 

300 


Details of Us 1,600 — 

(1) Into cst on Lovi Securities (ta^ed) 

(2) Dividends 

(1) Pi ofit on sale of Investments .. 

(4) Pi ofit on sale of Assets 

less Prolit under section 10 (2) (vn) 


600 

100 

550 

Rs 250 

Rs 100 150 


Details of Us 14,000 — 

(1) Deprecraton for past years earned forward under 

section 10 (2) (vi) .. .. .. .. Rs 2,000 

(2) Loss of past years earned forward and allowable 

udder section 24(2) .. .. .. .. Rs. 12,000 


Rs. 

1,000 


2,500 


1,600 


14,000 
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I declare that to the best of my knowledge and belief the information 
given in the above statements in Parts 1, II, III, IV, V and VI of this 
Return is correct and complete, that the amounts of total income and total 
world income and other particulars shown arc truly stated and relate to the 
year ended jxst March 1945 . 


*me 


the firm 


and that no othei income accrued or arovse or was received 


the association 
the company 
the local authority 


the firm 


by during the said year and that 


no other sources of income. 


the family 
the Asso< jatiori 
the < ompany 
the local authority 


had during the said year 


*1 

the firm Resident and ordmauly resident 

Ifurthei declare that the family was iesideru but not ordmauly resident 
the association not result n< 

the company 

in British India during the previous year for which the Return is made. 


Date 10 th September IQ 45 . Signature (Sd.) A. K. Shah. 


j Status — Individual . 


♦Note 1.— The alternatives which are not required in the declaration should be 
scored out. 

t Note 2. —The declaration shall be signed— 

(a) in the case of an individual by the individual himself; 

(b) m the case of a Hindu Undivided Family by the Manager or Karfca; 

(c) in the case of a company 0® local authonty by the principal officer; 

(&) in the case of a firm by a partner; and 

(e) in the case of any other association by a member of the association. 


THE SIGNATORY SHOULD SATISFY HIMSELF THAT THE RETURN IS 
CORRECT AND COMPLETE IN EVERY RESPECT BEFORE SIGNING 
THE VERIFICATION. 



23 


Form of return of particulars to be furnished under Section 38 
of the Indian Income-tax Act# 1922 (See Paragraph 4 of notice*) 

(a) To be filled up in the case of firms only. If this information is 
already given in Part III of the Return under Section 22 of the lidian 
Incometax Act, 1922, write “ See Part III ” in this section. 

Finn’s Name 

Address 

Names of Partners. Addresses 

Not applicable 


Dak Representative's Signature. (Sd.) A. K. Shah. 

Designation 

(b) To be filled up in the case of Hindu Undivided Families only. 

Name of family 


Address 



Date 


Representative's Signature (Sd.) A . K. Shah . 
Designation 
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(c) To be filled up by Trustees, Guardians or Agents only. 


Names and addresses of persons tor whom the assessee is the 
trustee, guardian or agent 

| Whether Trustee, 
(xuatdian or Agent. 

Nantes j 

Addresses 

/ 

1. Mohanlal t Shah 

57, Kalhadevi Road, 
Bombay 

7 rusUe 

2. hanlilal /It Panth 

23, On gaum Road , Bombay 

Guardian 

3 ArdcAur J Rustomp 

127, TT ed I nd 1 anc 

LONDON N 1P 6 

Agent 


Signature (Sd) A. K. Shah 
Date 10 th September 1945 Designation—as above 

Add}ess —151-153, Kalbadcxn Road. 


(d) Statement of the names and addicsscs of all persons to whom assessee 
has paid in the previous yeai unt, mteiest, commission, loyalty oi brokerage 
or any annuity (not being an annuity taxable under the head “ Salaries ”) 
amounting to moie than four bundled lupccs and paitnulais ot allsuth pay¬ 
ments 


Serial 

No 

Name and uddiess of 
the piison to whom 
the payment was mad< 

Nat ui< 
of 

pav ment 

Amount 
pai <1 

! 

Date of 
payment 

Win ther 
pm dm rash 
or b\ book 
adjustment 

1 | 

/ M h apadia , 

S A l u Qua a a Road 

i 

Rent 

As 1,800 

Year ending 
M J-1945 

Cash 

2 

h A l ahil 

10 (lull 

B loach 

J nleu s t 

! 

1 

As 600 

Do 

Do. 

3 

J N Mody 

8, Nafiui Road, 

Poona 

1 

| O round unt 

As 900 

Do 

Do. 

4 

Hu slump J ramp, 
ftp Ilousc, 

Hornby Road, Bombay 

Btofcragc 

As 1,200 

Do 

Do 


Date 10 th September, 1945, 


Signature (Sd.) A. K. Shah 
Address—As above • 
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COMPUTATION OF INCOME-TAX 

Total income as per the Return ,. 1,33,401 

Less —Earned income allowance . 2,000* 

Total income for rate purposes . Rs 1,31,401 

Less — Income which is exempt from Income-Tax — 

(i) Income accruing or arising m Indian States 

and left there . 12,000 

(n) 0-6-0 share m the un-registered firm of Messis 
A I) &. Co , Bombay, already assessed to 
Income-Tax (but not to Super Tax) m the 
hands of the Firm .. .. .. .. 8,000 

(in) Contnbutions to the Recognised Pro\ident 
Fund to the extent of l/6th of the salaiy (ex- 
(Judmg Bonus, commission, Dearness Allow¬ 
ance c t< ) or Rs 6,000, whichever is the less 
hmplo'y c r s cont i ibution-5 1,500 
Employee's contnbutions 1,250 


Rs. 2,750 allowable 2,500 

(tv) Interest on the accumulited contnbutions to 

the above Fund . ... 250 

(v) I ife msuiancc premium paid Rs 8,000 Al¬ 

lowable to the extent of l/6th of the total 
income or Rs 6 000, whichever is the less, 
subject to the deduction in lcspcct of con¬ 
tributions to the above Provident Fund, 
alrc ady considered above (i e , allowable to 
the extent oi Rs 6,0001< ss Rs 2,500) 3,500 

(vi) Interest on Tax Free Securities . . 50 

- 26,300 


Net income chaigeable to Income Tax.. Rs 1,05,101 

Income-lax and Sui-charge on the above net income will be assessed 
m the ratio of the amount of Income Tax and Sur-chaige respectively which 
the total income of Rs 1,31,401 bears to this net income of Rs. 1,05,101 
As this total income includes some income chaigeable under the heads 
“Salaries," “Interest on Securities," and “Dividends," amounting m all 
to Rs 25,302, income-tax and sur-charge on this latter income will be ar¬ 
rived at m the ratio of the amount of income-tax and sur-charge respectively, 
on the total income of Rs. 1,31,401 as per the rates of income-tax and sur¬ 
charge prescribed under the Indian, Finance Act 1944, and the income-tax 
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Computation of Income*Tax.—( Contd .) 

and sur-charge on the rest of the income of Rs. 1 ,06,099 will be similarly 

arrived at in ratio of the amount of income-tax and sur-charge respectively 

on the total income of Rupees 1,31,401 as per the rates of income-tax and 

sur-charge prescribed undei tine Indian Finance Act 1945 The method 

to hnd out Income-Tax and Sm-charge on the total income and the net 

income of Rs. 1,31,401 and Rs. 1,05,101, respectn ely, is as undei — 

Kate Kate Amount o( \rnountof 
of ot Imonn Sur- 

Income- Sur Tax t barge 
'J ax (i ge 


On the hist 

Rs 1,500 of the 

1 otal Income Nil Nil Nil 


Nil 


On the next 

Rs 3,500 ,, 

,, ,, 

9 pies 6 pies 164 

1 

109 

6 

On the next 

Rs 5,000 ,, 

,, ,, 

15 ,, 10 , 390 

10 

260 

7 

On the next 

Rs 5,000 „ 


24 „ 18 ,, 625 

0 

468 

12 

On the balaiu c 

of Us 1.16,401 


30 „ 24 ,, 18,187 

12 

14 550 

2 

Total income 

Rs 1 41,401 


Total Rs 19,367 

7 

15 388 

11 


lolal Im ome 

Income 

Im omc tax 





1,31,401 : 

25,302 

Rs 19.367/7 — 

R 

s 4 720 

4 


Total Income 

Inc om< 

bur-( haigc 





1,31,401 : 

25,302 

** Rs 15,388/11 = 

k 

3 4 

2 

(i) lota! amount of Income-lax and Sur-c lmge on Rs 25,102 

fv 

s <> h42 

6 




Rate Rate \ mount 

\ mount 




of of of 


of 





Income- bur Im om 

(- 

Sur 





Fax (harge lox 


h ugt 


On th< hi si 

R 1 500 of the Total Income Nil Nil \il 


Nil 


On the next 

Rs 3 500 „ 


9 pies 6 pies lb4 

1 

109 

6 

On the next 

Rs 5,000 ,, 

»» »» 

J5 „ 10 „ 390 

10 

260 

7 

On the next 

Rs 5,000 „ 

tl ** 

24 „ 18 „ 025 

0 

468 

12 

On the Balance of Rs. 1,16,401 


80 27 „ 18,187 

12 

16.368 

14 

Total income 

Rs. 1,31,401 


Total Rs 19,367 

7 

17,207 

7 


Total Income 

Income 

Income - 1 ax 





1,31,401 : 

1,06,099 

:. Rs 19,367/7 = 

lb 

15,638 

0 


T otal Income 

Income 

bur-charge 





1,31,401 ■ 

1,06,099 

Rs 17,207/7 — 

Rs 

13,894 

0 


(n) Total amount of Income-Tax and Sur-charge on Ks 1,06,099 Rs 29,532 0 


Amount of Income-Tax and Sur-charge on Rs. 25,302 as above =Rs 6,692 6 
Amount of Income-Tax and Sur-charge on Rs. 1,06,099 as above = Rs 29,532 0 

,\ Amount of Income-Tax and Sur-charge on the total income ol 

Rs. 1,31,401 — Rs ,16,224 6 

Income-tax and Sur-charge on the net income of Rs, 1,05,101 is 
Total Income Income Amount of 

Income-tax and 
Sur-chargc 

1,31,401 : 1,05,101 :: Rs. 36,224/6 -rRs.26 974 0 

Net amount of Income-Tax and Sur-charge on Rs. 1*05,101 Rs 20,974 Levs 
Rs. 4,'352-3 already paid or deducted @ sources Rs. 24,621-13-0. 
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Computation of Super-Tax 


Rs. 

Total income as per the Return .. 1,33,401 

Less :—Income accruing or arising in 
Indian States during the previous 
year . 12,000 

Net income chargeable to Super-tax 1,21,401 


Super-tax and sur-charge on the above net income of Rs 1,21,403 will be 
charged m the ratio of the amount of super-tax and sur-charge, respectively, 
on the total income of Rs 1,33,401 befoie allowance in respect of the earned 
income calculated as per the iates of super-tax and sur-charge prescribed 
undtr the Indian Finance Act 1945 The method to fmd out super-tax and 
sui-charge on the total income and the net income of Rs 1,33,401 and 
Rs. 1,21 401, icspcctrvely, is as under - - 





Ra te 

Rate 

Amount 

Amount 




of 

of 

of 


of 





Supei - 

Sur¬ 

Super- 

Sur 





lax 

charge 

1 ax 


t harge 

On the hist 

Ks 

25,000 

of the 1 ot il Income Nil 

Nil 

Nil 


Nil 


On the next 

Rs 

10,000 

, ,, ,,12 pies 

12 pies 

625 

0 

625 

0 

On the next 

Rs 

20,000 

,, „ ,, 24 , 

24 ,> 

2,500 

0 

2,500 

0 

On the next 

Rs 

70,000 

36 „ 

30 ,, 

13,125 

0 

10 937 

8 

On the balance of Ks 

8 401 

48 ,, 

36 „ 

2,100 

4 

1,575 

3 

lotal Income 

Rs 

1,33,401 

1 otal Rs 


18,350 

4 

15,637 

11 


Total Income 
1,33,401 . 

lota! Income 
1,33,401 . 


Income 

1,21,401 

Income 

1,21,401 


Super- Tax 

Ks. 18,350/4 j=. Ks 16,699 
Rs. 15,637/11 zr Ks 14,231 


Total amount of Super Tax and Sur-charge payable on Rs. 1,21,401 Rs 30,930 


9 

0 

9 


Summary: 

Total amount of Income-Tax and Sur-charge payabl e 
Total amount of Super-tax and Sur-charge payable 
Total amount of tax payable by A. K. Shah 


z= Rs rf 24,621 13 
zz Rs. 30,930 9 
Ks; 
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Full instructions have already been given in the Notes attached to* 
the above Return of Income Form for the guidance of the assessee. How¬ 
ever, some useful hints for completing the Return given hereunder may not 
be out of place. All these should be carefully gone through and then the 
Return should be completed and signed. The assessee need not get be¬ 
wildered by the mass of information required to be filled therein. If the notes 
and hints are carefully perused, the Return would be found to be less con¬ 
fusing than it appears at first sight. Take the front page of this Return 
and it will be seen that it is headed " Income-Tax year 1945-46/' This 
Return is, therefore, applicable to the financial (Government) year com¬ 
mencing on 1st April, 1945 and ending on 31st March, 1946. The income 
to be declared therein is the income earned or received during the “ prevrous ” 
year 1944-45 (ending on 31-3-1945). If, however, the accounts of an assessee 
are being closed on 31st December or on “ Divali ” day, then the income 
of the previous year ending on 31st December 1944 or on Aso Vad Amavas 
of Samvat year 2000 Divali day of 1944), as the case may be, should 
be declared in the Return. To make it clear, the assessment for 1945-46 r 
based on the income of the accounting yeai ending immediately prior to 1st 
April, 1945. Though the Return contains two money columns, the assessee 
may fill in only the first column to avoid confusion. All the amounts undei 
each of the heads (sources of income) printed in the Return must be filled 
in even if the result may be a loss on the whole. Where an assessee has not 
earned income from any particular source, the word “Nil'’ should be 
entered m the first column near that source. Taking the sources of income 
in serial order, the following hints may be observed m addition to the res¬ 
pective notes of the Return mentioned near each source of income. 

PART I. 

Section A. 

(1) Salaries . 

The gross amount ot the salary (without tire deduction of Income-Tax 
therefrom), annuity, pension, etc., should be shown in the first column. 
The tax deducted at souice from any of these items should be given in 
the second column. If the exact figures are not known, mention this in the 
Return and give the name and address of the employer therein. 

(/) The Value of Rent Free Quarter s. If an assessee has been allowed 
by his employer the use of a residence (either owned or hired by the employer) 
free of rent, the yearly rent thereof should be shown here, because this 
amounts to additional income (salary) of the assessee. 

(it) Employer $ contributions to (the assessee*s) Provident Fund . Where 
an assessee is in employment and is contributing to a recognised (by the* 
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* Commissioner of Income-Tax) Provident Fund and his employer also 
^contributes a like amount to the credit of the employee's account in the 
Fund's books, the contribution made by the Employer amounts to addi¬ 
tional income (salary) of the assessee. Only the employer's contribution 
should be declared here. 

(Hi) Interest on (the assessee's) recognised or approved Provident Fund 
or Superannuation Fund Account. Interest is also allowed, by the emplo¬ 
yer, on the amount outstanding to the credit of the assessee’s account in the 
Fund's books, at the end of each year. Such interest, which is the assessee's 
extra income, should be shown here. 

( Further reference is invited to Chapter IV hereof.) 

(2) Interest on securities. 

(i) Interest from which tax has been deducted .—All interest received from 
the Securities issued by Government or a Local authority or a Company, 
from which Income-Tax was deducted at the time of paying such interest 
t o the assessee, is to be shown lieie. These securities take the form of Govern¬ 
ment Loans, Promissory Notes, Bonds, Debentures, etc. The Gross amount 
of the Interest, without deduction of the Income-Tax therefrom should 
be shown in the first column; while the tax so deducted at source should 
be mentioned in the second column. There is no difficulty in ascertaining 
such tax, as the same is given in the certificate for deduction of tax issued 
by Government (Reserve Bank), or the Treasury, or Local Authority or 
Company, as the case may be. These certificates should be numbered and 
attached to the Return and tins fact, together with the number of these cei ti- 
ficates, should also be stated herein. 

(ii) Interest which is Tax Free .—Interest on Securities declared by 
the Government of India as Tax Free at the time of issue thereof should be 
declared here. Though this interest is exempt from Income-Tax, it forms 
part of the total Income of an assessee on which Super Tax has got to be 
paid. Certificates issued by Government should be attached to the Return 
and this fact, together with the number of such ceitificates, should be 
mentioned herein. 

(Hi) Bank Charges .—Any commission charged by a Bank for realising 
interest on Securities can be claimed as a deduction from the assessee's 
income. 

( Further reference is invited to Chapter V hereof. ) 

(3) Properly. 

Attention is invited to Part VI of the Return, wherein all particulars 
i regarding an assessee's property (and so also its Rent and expenditure) have 
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got to be given. “ Annual Municipal Valuation ” mentioned in column 7 
of this Part means the *' Rateable Value ” given in the Municipal Bills 
for Property Tax. " Annual Letting Value ” in column 11 refers to the 
annual rent for which the property might reasonably be expected to be 
let from year to year, viz., the gross rent receivable for the year. Collec¬ 
tion charges paid, as referred to in Column 17 of this part, are admissible 
upto an amount not exceeding 6% of the gross rents or the amount actually 
paid, whichever be the lower. As regards “ vacancy/’ apart from any 
other proofs that may be rendered to the Income Tax Office, it would be 
advisable for the assessee to prepare a statement, particularly when there 
are several tenants in one property, c.g., a big chawl lor workmen, showing 
(1) The name of the tenant, (2) the place occupied by him, e.g. ? a flat or a 
room and (3) the monthly rent. There should also be twelve columns for 
the twelve months of the year. This statement should be prepared from the 
counterparts of the rent bill book. The month for which no bill was prepared 
for a particular tenant should be left blank in the column for the respective 
month. Such a statement would be useful where drawback is not allowed by 
the Municipality for any reason whatsoever. This statement will not only 
show at a glance the vacancy allowance but will also give the gross annual 
rent of the property concerned. The rest of the columns of Part VI are 
self-explanatory. The net income from Property as shown at the foot of 
this Part should be entered in the first column of the Return. 

(However, further reference is invited to Chapter VI hereof) 

(4) Business, Profession or Vocation. 

(a) Owned by an Individual or a Firm . The net profit or loss as shown 
by the assessed's Profit t and Loss Account, subject to some adjustments 
as required by Part IV of iixis Return, is to be shown here. A copy of his 
Trading Account, Profit and Loss account and Balance Sheet may with 
advantage be attached to the Return. Whether a trader or a professional 
maintains his accounts on the ('ash Basis or on the Mercantile system of 
account keeping, Part IV attached to the Return should always be filled in. 
He may debit all sorts of expenses and losses to his Profit and Loss account, 
but only such of them as are admissible under Section 10 of the Act are 
allowed to be deducted from the gross profit of the business or profession. 
The rest of the expenses and losses not so admissible should, therefore, 
be added back to the Net Profit (because this Net Profit was reduced on 
account of such debits to the Profit and Loss account), for the purpose of 
arriving at the taxable profit, as done in Part IV. Similarly, items of profits 
or gains not liable to Income- fax, but credited to the Business Profit and Loss 
Account, should be deducted from the net profit, because this Net Profit was 
increased by such amounts having been credited to the Profit and Loss 
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account. AH these adjustments have been deaJt with in Part IV, which 
should always be filled in. Full notes have also been given in the 
Return for filling in this Part IV. The net profit as shown at the foot of this 
Part should be shown here. Further, if Part IV is properly filled in and is 
supported by the Profit and Loss account and Balance Sheet, it would 
facilitate the work of the Income-Tax Department and so also that of the 
assessee, apart fiom avoiding lot of unpleasantness. 

(b) Share of Profit in a Registered Firm .—Where the assessee is a 
partner iu another Registered Firm, his shaic of income therefrom is to be 
declared here 

(r) Share of Profit in an Unregistered Firm .—Where the assessee 
is a Partnet in another Unregistered Firm, his share therefrom will be shown 
here 

( However, further rvfercnn h invited to Chapter VII hereof. ) 

(5) Other Sources. 

(a) Dividends jrom Companies .—It is not easy for a layman to ascer¬ 
tain the gross amount of Dividend, where dividend is declared by a company 
free <>f tax. In very lew cases and usually in the case of Preference Shares, 
dividend is declared less tax, in which case the gross amount and the tax 
deducted are shown in the counterpart of the dividend warrant. To b° 
on the sale side, it would be well to show hero the net dividends actually 
received in cash (m which case the word “gross”- should be changed into \ 

“ net leaving the Income Tax Officer to ascertain the gross dividends 
and the tax paid theieon by the Companies concerned. It may be observed 
that Income-Lax is charged at the maximum rate on the profit of limited 
companies, out of which dividends are paid to t he shareholders. Hence, 
the dividend received by the hitter is supposed to be net income in their 
hands, even il dividend be declared free of tax by the Company. Dividends 
will have to he grossed for the purpose of arriving at the assessee s 
total income (vide Chapter IX hereof). The counterparts of dividend 
warrants should be numbered and attached to the Return and this fact, 
logothei with the number ol warrants, should be stated herein. Another 
advantage m attaching those dividend warrants to the Return is this. If 
the tax payable by an assessee on his dividends at the rate applicable to his 
total income is less than the maximum late of tax, which was deducted from 
01 paid on those dividends by the ( ompany, the assessee will gel such excess. 

Income-1 ax so deducted at souice would be set off against the Income-Tax 
payable by him on his other income, without making a separate application 
for refund of such excess tax. Where an assessee has no taxable income 
like income from business, profession, property, etc., a separate application 
for refund would be necessary as explained in chapter X hereof. This 



i procedure will also apply with regard to the refund of excess Income-Tax 
deducted at source from the interest on securities. 

(b) Interest on Mortgages, Loans , Fixed Deposits , Current Accounts , 
etc ,—If an assessee owns some investments in the form of loans advanced, 
fixed deposits or current accounts with banks, etc., the interest income 
received from such investments should be declared here. In a regular money- 
lending business, loans, advances, etc., amount to the assessee's stock-in- 
trade and not investments. Hence, any interest income earned in such 
business should not be shown here, but should be declared as " business ” 
income under heading No. 4 hereof. It may not be out of place to observe 
that loss of irrecoverable loans in the former case will be loss of Investments 
and hence Capital Loss (which cannot be allowed as deduction from gross 
income); while in the case of '‘money-lending business, such loss would 
amount to " Bad debt ” of the trader and is allowed as a deduction from the 
gross profit. 

(c) Ground Rent .— Where an assessee has let out some land owned by 
him for building, storing or such other purposes (and not for agricultural 
purpose) and receives rent for the same, such income is shown here. 

(d) Sources other than those mentioned in (a), (b) and (c) above —Here 
the assessee should disclose his income from all other sources, e.g., Director's 
Fee, Liquidator's Fee, Examiner's Fee, Arbitrator's Fee, Tuition Fee, Royalty 
on books etc,, etc. 

Section B. (This does not need any explanation). 

Section C. (This is also clear enough). 

PART II. 

Deduction for Life Insurance , Provident Fund or Superannuation Fund . 

This part is also self explanatory. It may be observed that the aggre¬ 
gate abatement on account of the Life Insurance Premiums, etc. paid, 
plus the contribution to the Provident or Superannuation Fund as shown 
herein, will not be allowed foi more than Rs. 6,000 to an “ Individual " and 
Rs. 12,000 to a Hindu Undivided Family. Further reference in this con¬ 
nection invited to § 5 (c) of Chapter I hereof. 

Before signing the Return, all other particulars required in all other 
Parts (which are self-explanatory) of the Return should be carefully filled 
in, so also the assessee's name, address, status, etc. If the above hints arc 
followed and the Return is correctly and completely filled in, it might save 
i he assessee the trouble of paying a visit to the Income-Tax Office, or it would 
at least enable the Income-Tax Officer to settle his assessment within a short 
time after a personal interview and talk with the assessee. 



§ 3. Filing the Return. 

After the Return is completed, it should be sent to the Income-Tax 
Officer and an acknowledgment of the receipt thereof should be obtained 
from him, either per hand delivery or per Registered Letter with Acknow¬ 
ledgment due. As a rule, there should be no delay in filing the Return 
within the time mentioned in the Notice of Return, particularly wheie the 
<f previous ” year (the accounting year, the income whereof is to be declared 
in the Return) of the assessee ended on “Pivali” day or even on 31st 
December, Otherwise, a request should be made to the Income-Tax Officer 
to extend the date for filing the Return, as explained in the foregoing para¬ 
graph. Such request should be made only in hona-fide cases and not uith 
any ulterior motive of delaying the assessment or the payment of the Tax. 

§ 4. Scrutiny of the Return and verification of the income 
declared therein. 

The Income-Tax Officer will scrutinise the Return by comparing the 
.vime with the previous Returns, if any, and also with the audited state¬ 
ment of accounts, etc., filed with tlie Return. If lu; is satisfied that the 
Return is correct and complete, he will accept the same and make an assess- 
nu nt accordingly. If he is, howevei, of the opinion that the same is in¬ 
fs meet or incomplete ami is not supported by any audited statement of 
aM omits, etc., he will issue a notice to the assessee asking him either to 
produce any evidence the assessee desires to pioducc in support of his 
Return, oi/and to pioducc certain definite account books, documents, etc., 
mentioned at the back uf the notice, on a date fixed by such notice. Such 
evidence, accounts, etc., should be produced on the date of appointment by 
the assessor either personally or through an authorised representative. 
Without waiting for such a call from the income Tax Office, it would be 
advisable foi the assessee to get his accounts, etc., ready (and if possible 
audited) beforehand, that is , as soon as possible atter the expiry of his 
accounting year. It may be observed that any information (accounts, 
documents, vouchers, etc., or even oral statements made before the Income- 
fax authorities) so disclosed is treated as strictly private and confidential by 
the Income-Tax authonties and cannot be given out even to a Court of Law, 
as explained in § 17 ot Chapter IX hereafter. 

§ 5. Hearing of Assessment. 

On the day fixed by the Income-Tax Officer in the notice of appointment 
for the production of the evidence, the assessee should take with him all the 
proofs (accounts, documents, etc.) in support of his Return of Income, even 
though it may not be necessary for the Income-Tax Officer to scrutinise the 
same. The assessee would thus be in a position to reply to the Income-Tax 
Officer’s questions on the spot and may not have to ask for an adjournment, 
thus saving his own time as well as that of the Income-Tax Officer. The 
3 
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latter may, if necessary, examine the assessee’s accounts himself (where they 
are supported by audited statements of Accounts) or may get the accounts 
examined by his Examiner of Accounts. At the time of the interview, the 
assessee would do well i o lay all his cards on the table and not hide anything 
from the Income-Tax Department. If he places all the facts before the 
Examiner of Accounts, the work of the Income-Tax Officer is much facili¬ 
tated and so also that of the assessee. In short, it would be to his advant¬ 
age to co-operate with the Income-Tax authorities from the very beginning, 
by helping the authorities to make his assessment as accurately, amicably 
and quickly as possible. Even if he has concealed any income, the assessee 
would do well to disclose the fact to the Income-Tax Officer even before the 
Kxaminei of Accounts comes to know of that fact. He may even amend 
his Return accordingly. This procedure will avoid the imposition of penalty 
as well. There may arise some difference of opinion between the assessee 
and the Income-Tax Officer on the question of allowing certain expenses or 
loss by way of deduction from the gross income. It is necessary for the 
assessee in such cases to explain to the Income-Tax Officer his own views, 
argument-) and contentions as clearly as possible. He should also request 
the Income-Tax Officer to make a note of such contentions. If this is not 
done, the assessee should on that very day write a letter and get the conten¬ 
tions raised before the Income-Tax Officer confirmed by the Income-Tax 
Officer, On the other hand, the Income-lax Officer should also administer 
the provisions of the Income-Tax Law sympathetically and should not be 
too much revenue minded so as to make unjust demand of the taxes. Al¬ 
though he cannot make any concessions not allowed by law, he is bound to 
allow all deductions of expenses and losses permissible under the Income- 
Tax Law and should not take advantage of the assessee’s ignorance of such 
law. He should also allow all legal reliefs claimed by as well as due to the 
assessee, as desired by the Central Board of Revenue. No assessee need pay 
a pie more than what he is legally entitled to pay. After hearing the assessee, 
the Income Tax Officer will pass his order, which is called Assessment Order, 
a copy whereof will be supplied to the assessee (free of charge) on receipt of' 
a written application. 

§ 6- Ex-parte Assessment* 

If an assessee fails to file the Return of his Total Income within the time 
mentioned in the Notice issued by the Income-Tax Officer, or if he does not 
produce the evidence, accounts, etc., called for by the Income-Tax Officer' 
in another Notice issued to the assessee, the Income-Tax Officer may make 
an ex~parte assessment to the best of his judgment. He will go through the 
past few years’ assessments and estimate the amount of income after taking 
into account the nature of the trade of the assessee during the “previous ” 
year. (Vide High Court decisions in Chapter XIII). 
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§ 7. Re-opening the Ex-parte Assessment. 

The assessee's remedy, where such an assessment has been made, is to 
iile an appeal against the Income-Tax Officer's orders with the Appellate 
Assistant Commissioner of Income-Tax. He can also make an application 
to the Income-Tax Officer himself to re-open the Ex-parte assessment and to 
proceed with a fresh assessment. Such application should clearly explain all 
the facts and circumstances, under which the assessee was prevented from 
filing the Return or from producing the evidence, accounts, etc., called for 
by the Income-Tax Officer. If the latter is satisfied with the reasons given 
by the assessee in the said application, the Income-Tax Officer will set aside 
the ex-parte assessment and proceed to make a fresh assessment in the normal 
course. If not so satisfied, he may refuse to re-open the assessment. Even 
then, the assessee’s remedy is there in the appeal filed with the Assistant 
Commissioner. The application to re-open the case should be filed with the 
Income-Tax Officer within one month from the sei vice of the notice of 
demand of the ex-parte assessment; otherwise, the application may be 
summarily rejected as time-barred by the Income Tax Officer. 

§ 8. Notice of Demand. 

When the Income-Tax Officer has determined the tax payable by an 
assessee, the Officer will serve on the assessee a notice of demand specifying 
the sum so payable and the time and place when and where the tax is to be 
paid. In the case of a Firm or Hindu undivided family, such notice may be 
addressed to any member of the Firm, oi to the Karta (Manager) or any 
adult male member of the family. Similarly, in the case of a Company or 
an Association of persons, it may be addressed to the Principal Officer thereof. 
The receipt of such notice should be acknowledged by the assessee by sign¬ 
ing the acknowledgment slip issued by the Income-Tax Officer. The as¬ 
sessee should be careful to mention therein the date of receipt of the Notice, 
so that an appeal may be filed with the Appellate Assistant Commissioner 
of Income Tax within 30 days of such date. The assessee should also note 
this date on the Notice of Demand as well. Within one month of such date, 
an application to re-open the ex-parte assessment can also be filed with 
the Income-Tax Officer as stated hereabove. 

§ 9. Advance quarterly payments of Tax. 

(a) Where the “ Total ” income of an assessee of the latest “ Previous ” 
year in respect of which he has been assessed exceeds Rs. 6,000, and with 
regard to income which is not taxable at source under Section 18 of the Act, 
the Income-Tax Officer may, on or after jst April in any financial year re¬ 
quire an assessee to pay quarterly to the credit of the Central Government 
on 15th June, 15th September, 15th December and 15th March in that year, 
respectively, an amount equal to one quarter of the Income-Tax and Super- 
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Tax on so much of such income as was inciudedin his Total income for such 
previous year, at the rates in force for the financial year in which the assessee 
is so required to pay such tax. The advance tax so paid will be credited to¬ 
wards the assessment in question when made and the excess tax, if paid, 
will be refunded* 

(b) If the assessee ran estimate his Total income for the assessment 
year, for which he has been so called upon to pay the tax in advance, and 
finds that the quarterly tax payable by him on the basis of such estimate is 
less, lie can arrange with the Income-Tax Officer to pay the lesser amount 
and if he has already paid an instalment or two as so demanded by the In¬ 
come-Tax Officer, he can adjust the excess amounts paid towards his future 
advance payments. But, if his estimate is less than 80% of the income as 
finally assessed by the Income-Tax Officer, the assessor will have to pay 6% 
interest on the amount by which the tax so paid falls short of the said 80%, 
for the period from 1st January in the financial year ( m which the lax was 
paid in advance) up to the date of the regular assessment. If not, inletost 
at 2% per annum will be paid by the Central Go\eminent on the advance 
payments of the tax, fiom the dates of such payment to the date when tlie 
regular assessment is made. 

(c) Where a person has not been hitherto assessed, he should, before 
15th March in each hnancinl ye at, send to the Income-Tax (Vfficer, if Ins 1 otal 
income for the previous year is likely to exceed Ks. 6,000, <111 estimate of the 
tax payable by him on that pait of his Total income winch has not been 
taxed at source. He should also pay the quarteily tax m advance as ex¬ 
plained herebefore. 

(d) If the Income-Tax Officer, in the course of any proceedings of re¬ 
gular assessment, is satisfied that anv assessee (i) has furnished wilfully 
inaccurate particulars of his income under paras (b) or (c) ahe>ve or (u) has 
without reasonable cause failed to comply with pain (r) above, the asses.^ee 
will be deemed to have* committed a default within the meaning oi § 28 of 
the Income-lax Act and would be liable to penalty in accordance therewith. 
The penalty will not exceed one and a half times the difference between the 
tax paid or estimated by him and the tax ascertained by the Income-lax 
Officer on final assessment. 

§ 10. Recovery of Tax and Penalty for failing to do so. 

The amount specified as payable in a notice of demand must be paid 
within the time, at the place and to the person, mentioned 111 the "Notice of 
Demand, or if a time is not so mentioned, then on or before the first day of 
the second month following the date of the Notice of Demand. Any as¬ 
sessee failing to so pay the tax will be deemed to be in default. The pay¬ 
ment of tax cannot be withheld, simply because an assessee wants to prefer 
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an appeal against the assessment, the latter in itself being not a sufficient 
ground for such detention. When an assessee has filed an appeal, the In¬ 
come-Tax Officer may not insist on the payment of the tax on that portion of 
the assessee’s income which is under dispute. In case an assessee is really 
unable to pay the tax within the time given in the notice, he should at once 
request the Income-Tax Officer to grant him some reasonable extension of 
the time to make the payment, or he may ask for some instalments to pay 
the tax. Such requests are usually complied with by the Income-Tax Offi¬ 
cer, if he is satisfied with the honest intentions of the assessee and if the 
financial year is not corning to an end. 

When an assessee is in default in making a payment of the tax as stated 
above, the Income-Tax Officer may direct that, in addition to the amount of 
the tax in arrears, a sum not exceeding that amount shall be recovered from 
tlie assessee by way of penalty. The Income-Tax Officer may not impose 
full hundred pci cent, of the tax m arrears by way of penalty from the very 
beginning. He may even start with a penalty equal to five or ten per cent, 
of such arrears and may enhance the penalty from time to time in the case 
ot a continuing default. But, the aggregate of the penalties so imposed 
fiom time to time should not exceed the amount of the arrears payable. 

Fox tins purpose, an Income-Tax Officer may forward to the Collector 
of the District a certificate under his signature, specifying the amount of the 
tax and the penalty due from an assessee, and the Collector on receipt of such 
certificate will pioceed to recover from such assessee the amount specified 
m the certificate as if he was recovering land-revenue or a decree ol a Civil 
< ourt. The Commissioner of Income-Tax may also direct that the Income 
lax Officer m a certain area will recover such arrcais as if it was the arrears 
of Municipal lax or Local Rate, by the issue of Distress Warrant, through a 
Bailitl or Inspector of the Income-lax Department. If any assessee is 
chargeable under the head “ Salaries/" the Income-Tax Officer may require 
any person paying such salary, etc., to deduct from any payment ol " Sa¬ 
laries " subsequent to the date of such requisition any arrears due from such 
assessee. 

§ 11. Penalty for failure to file the Return of Income. 

If in the course of the Income-Tax proceedings, an Income Tax-Officer 
is satisfied that an assessee has without reasonable cause failed to furnish 
the Return of his Total Income, which he was required to furnish by tlie no¬ 
tice issued to him by the Income-Tax Officer or the notice given by tlie 
Income-Tax Officer in the Press, he may direct with tlie previous approval 
of the Inspecting Assistant Commissioner that such person will pay by way 
of penalty, in addition to the tax payable by him, a sum not exceeding one 
and a half times the amount of the tax. For failure to comply with the 
Notice served on the assessee, if the assessee subsequently proves that he 
has no income liable to tax, the penalty imposable should not exceed Rs. 25. 
No penalty can be levied where the Total Income is found to be less than 
Rs. 3,500 and where no notice was issued by the Income-Tax Officer to file 
the Return. 



CHAPTER III. 

APPEAL PROCEEDINGS. 


§ 1 Appellate Assistant Commissioner 

(a) filing Appeal Petition .—If an assessee is not satisfied (i) with the 
assessment made by the Income-Tax Officei ; or (2) woth the refusal order 
of the Income-Tax Officer to register a Firm , or (3) with the Income-Tax 
Officers refusal older to rc open an ex parte assessment, or (4) with the 
penalty imposed under § 28 by the Income-lax Officer, or (5) with the 
penalty levied for not paying the tax m time, or (6) with the refusal order of 
the Income-Tax Officer to allow the refund claimed by the asscssee, he may 
hie a petition of appeal with the Appellate Assistant tommissiomi, as ad¬ 
vised m the Notice of Demand within 30 days of the receipt of such notice 
If the appeal is not filed within this period, the petition ma> be summarily 
rejected as time barred by the Assistant Commissioner, m which cast then 
will be no further apped After an assessment order has once been passed 
by an T ncome-Tu\ Office i the assesseo should not waste any time by enter¬ 
ing into umiecssaiy concspondcncc with hint, unless it is tn ipphcation (1) 
for rc-opening an cx-parte assessment, or (2) to rectify a mistake apparent 
from the record (as expDmed in §b of Chapter IX hen after) bee ms< the 
Income-Tax Ofiic c r is not empowered to modify or revise lus own issessment 
order, otherwise, the assessee may not be able to file the appeal within the 
prescribed period The appeil must be made m the prescnbed form (a copy 
whereof can be obtained fiom the office of the Appellate Assistant ( ommis- 
sioner) and verified m the prescribed manner, giving therein very clearly all 
the grounds of appeal and the contentions raised before the Income-Tax 
Officer The Assistant Commissioner may or may not admit any fresh 
grounds or contentions not raised before the Income Tax Officer whtn the 
assessment was made, 1 he petition should bear the necessary Court Fee 
(not postage) stamp affixed thereto Provided that no appeal can lie 
against the Income-Tax Officer's order imposing a penalty for not paying the 
tax within the prescribed period, unless the tax has already been paid, 

(h) Hearing of the Petition —The Appellate Assistant Commissioner 
will fix a day and place for the hearing of the appeal and he may adjourn 
the hearing thereof from time to time. On the day of appointment, the 
assessee should discuss his case in clear terms and raise all possible conten¬ 
tions, because later on, before higher authorities, the assessees may not be 
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allowed to raise any contention that was not placed before the Assistant Com¬ 
missioner. Before disposing of the appeal, the latter may make further 
enquiries or cause such enquiry to be made by the Income-Tax Officer, At 
the time of the hearing of the appeal, the Assistant Commissioner may allow 
the assessee to go into any ground of appeal not specified in the appeal pe¬ 
tition, if he is satisfied that such omission was not wilful or unreasonable. 
The Assistant Commissioner should record the assessee’s contentions at the 
time of the hearing, consider them with an open mind, irrespective of any 
adverse remarks made in the assessment order, and give his own findings 
thereon as if a judge was hearing both the assessee and the [Income-Tax 
Officer. The latter has a right to be represented at the time of the hearing 
either in person or by a representative. 


(c) Decision or Order. — In disposing of an Appeal, the Assistant Com¬ 
missioner may, 


(i) In the case of an order of assessment, confirm, reduce, enhance, 
or annul the assessment, or set aside the assessment and direct 
the Income-Tax Officer to make a fresh assessment after making 
necessary further inquiry ; or 

(li) In the case of an order refusing to register a firm or to re-op n n an 
ex-parte assessment , confirm such order, or cancel it and direct 
the Income-Tax Officer to register the firm or to nuke a fresh 
assessment, as the case may be; or 

(Hi) In the case of an order imposing penalty, confirm or cancel such 
order or vary it so as either to enhance or reduce the penalty ; or 

(iv) In the case of an order refusing to allow refund of tax, confirm, 
cancel or vary such order. 

Provided that the Assistant Commissioner cannot enhance an assessment or 
a penalty unless the assessee has had a reasonable opportunity of showing 
cause against such enhancement. Where, as a result of an appeal, any 
change is to be made in the assessment of a firm or association of persons, the 
Assistant Commissioner may authorise the Income-Tax Officer to amend the 
assessment made on any partner of the firm or on any member of the asso¬ 
ciation. The Assistant Commissioner will then communicate his appellate 
order passed by him to the assessee and to the Commissioner, 
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(d) Form of Appeal against assessment ot Income-tax . 

The appellate ASSISTANT COMMISSIONER of income-tax* 

The day of 19 

The petition of of Post 

Office, District, sheweth as follows :— 

1. Under the Indian Income-tax Act, 1922, for the year commencing 

♦your petitioner’s total income lias been asse ssed at. 

the 1st day your petitioner’s total wot id income has been assessed at. **_:*•** 

the amount of tax pa yable by your petitioner has been determi ned at . 
of Aplli 19 , the amount ot loss 1 mur red by your petitioner has been co mputed at . . ♦ 

your petitioner has been granted a refund of. 


* 2 . 


upon your 

*3. During the pievious year ending 

total inco me was. 

total world income was.*. 

*yOUl petitionei's total tax works out at. . . . . . 

loss amou n ted to . 

refund allowable to your petitioner was. 

and that duiing the said previous year your petitioner had no other income. 

*4. Your petitioner has made a return of his income to the Income- 
tax Officer under Section 22, Sub-section (1) /(2) of the Act 

and has complied with all the terms of the notice served on him by the 
Income-tax Officer under Section 23(2) and/or [Section 22(4)]. 

*he may be assessed accordingly 

5. Your petitioner he mu\ be declared not to be chargeable under the Act 

therefoie prays that Ills loss may be determined a t _ 

he may be granted a refund of 

Signed** 

*N B —Delete the inappioperate words 

••The form of appeal and the ioim of verification appended thereto shall be signed * 

{a) in the case of an individual, by the individual himself; 

(6) in the case of a Hindu undivided family, by the Manager or Karta ; 1 

(c) in the case of a company or local authority, by the principal officer ; 

(d) m the case of a firm, by a partner ; and 

( 0 ) in the case of any other association, by a member of the association. 

[P.T.a 


The 


uotu e of demand 
order under Section 23 (6) 


intimation of the amount of loss 
intimation of the ordei oi refund 
petitioner on 


attached hereto, was served 
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Grounds of Appeal. 


Form of Verification. 


I, 

> 

the petitioner, named in the above petition, do declare that what is stated» 
therein is true to the best of my information and belief. 



**The form of appeal and. the form of verification appended thereto shall be signed : 

(а) in the case of an individual, by the individual himself; 

(б) in the case of a Hindu undivided family, by the Manager or Karta ; 

(c) in the case of a company or local authority, by the principal officer; 

(d) in the case of a firm, by a partner ; and 

( t ) in the case of any other association, by a member of the association. 


Un 


$ 
x,. 
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: § 2. Commissioner. 

The Commissioner may of his own accord send for any case and revise 
the orders of his Income-Tax Officer, but they should not be prejudicial to 
the assessee. An assessee can also make an application to the Commissioner 
to revise the assessment order, but if the time to file a petition there against 
with the Appellate Assistant Commissioner or the Appellate Tribunal has not 
expired, he cannot entertain such application, unless the assessee waives his 
right in writing to appeal to such authorities. The Commissioner cannot 
also entertain an application, or revise the assessment order, one year after 
the date of the assessment order (except in rare cases and with the permis¬ 
sion of the Central Board of Revenue). 'Ihe Commissioner’s revision order 
will be final and thereafter no appeal will lie thereagainst either to the 
Tribunal or to the High Couit. The application to the Commissioner 
should be accompanied by a fee of Rs. 25. 

§3, Appellate Tribunal. 

(a) Filing the Petition of Appeal .— 

As regards the constitution of the Appellate Tribunal, please see §2 of 
Chapter 1, dealing with Officials administering the Income-Tax Taw. 

Any assessee objecting to an order passed by an Appellate Assistant 
Commissioner, regarding his assessment or the imposition of penalty, may 
appeal to the Tribunal within 60 days of the date on which such ordoj is 
served on him. The Commissioner of Income-Tax also, if he objects to any 
appellate order passed by the Appellate Assistant Commissioner, may direct 
the Income-Tax Officer to appeal to the Tribunal against such order, and such 
appeal may be made at any time before the expiry of sixty days from the 
date of the order. An appeal, to the Tribunal should be ma<Je in the pre¬ 
scribed form (which could be had from the office of the Tiibunal) and veri¬ 
fied in the pi escribed manner and should be accompanied by a fee of Rs. 100. 
The appeal filed by the Income-Tax Officer, is, however, exempt from such 
fee. 


(6) Hearing of the Petition . 

The Tribunal will fix a day and place for the hearing of the appeal and 
the appointment notice will be sent to the assessee as well as to the Income 
Tax Officer, who has the right to be represented at the hearing personally 
or by a representative. The Tribunal may cause enquiry to be made by the 
Income-Tax Officer and adjourn the hearing of the appeal from time to time. 
On the day of hearing, the assessee should place his contentions before the 
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Tribunal properly, particularly any point of law arising out of the Appellate 
Assistant Commissioner's order; otherwise, he may not be allowed to refer 
to the High Court any question of law not so raised before the Tribunal, 
The assesee or his representative will first open his own case. After he has 
finished therewith, the representative of the Income-Tax Department will 
meet the contentions raised by the assessee. Thereafter, the assessee will 
have a right of reply to the Departmental representative's arguments. 

(c) Decision . 

After hearing both the parties to the appeal, the Tribunal may pass such 
order as it thinks fit and will communicate Jus order to the assessee and to 
the Commissioner. 

§ 4 Reference to the High Court. 

If the assessee is not satisfied with the order of the Appellate Tribunal 
on a point or points of law arising out of such order, he may apply to the 
Tribunal to refer to the High Court such point or points of law. The Tribunal 
should thereupon, within 90 days of the receipt of such application, di aw up a 
statement of the facts of the case and lefer it to the High Court. The appli¬ 
cation shall be made in the prescribed form (which could be had from the 
Tribunal's office) and be accompanied by a fee of Rs. 100. Such fee need not 
be paid by the Commissioner of Income Tax, if lie has applied to the Tribunal 
likewise to make a reference to the High Court. 

The Tribunal may refuse to make a reference to the High Court, in which 
case, the assessee may, if he does not wish to proceed any further, withdraw 
his application and if he does so witlnn 30 days from the date on which he 
received the Tribunal’s notice of the refusal to make the reference, the fee of 
Rs. 100 should be refunded to him. If, however, the assessee or the Com¬ 
missioner is of the opinion that a question of law does arise out of the Tri¬ 
bunal’s Order and still the Tribunal refuses to make the reference, within six 
months from the date on which he is served with the notice of refusal the 
assessee or the Commissioner may himself apply to the High Court to decide 
such questions of law. The High Court, if it is not satisfied with the correct¬ 
ness of the Tribunal’s decision, may require the Tribunal to state the case 
and to refer it. In that case, the Tribunal must state the case and refer it 
to the High Court. 

If the Tribunal rejects the application on the ground that it was not filed 
within the prescribed period and it is, therefore, time-barred, the assessee or 
the Commissioner may, within two months of the service of the notice of 
/rejection, apply to the High Court, and the High Court if satisfied with such 
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application will ask the Tribunal to entertain the application originally filed 2 
by the assessee or the Commissioner. 

The High Court may refer the case back to the Tribunal to make such 
additions thereto or alterations therein as the Court may direct in that behalf* 
The Tribunal after carrying out the High Court's directions will send the case 
back to the High Court. The latter will then hear the counsels of the as¬ 
sessee and the Commissioner and decide the question or questions of law re¬ 
ferred to it. The Court will deliver its judgment thereon containing the 
grounds on which such decision is founded, and will send a copy of the judg¬ 
ment to the Tribunal. The Tribunal will then pass orders in conformity with 
the judgment. 

§ 5. Appeal to the Privy Council* 

If the assessee is not satisfied with the judgment of the High Court, he 
can make an appeal to the Privy Council, provided that the High Court cer¬ 
tifies the case to be a fit one for such appeal. Even if the High Court does 
not so certify the same, there is nothing to bar the full and unqualified 
exercise of His Majesty's pleasure in receiving or rejecting appeals filed 
directly by an assessee. The order of the Privy Council reversing 01 varying 
the High Court’s judgment would be carried out by the High Court. No 
appeal lies against the orders of the Privy Council. 



CHAPTER IV 

SALARIES, WAGES, ETC. 


§ 1* Income taxed at source. 

‘ Salaries " include annuity, pension, gratuity, fees, commission, 
perquisite, etc., payable to a person in lieu of, or in addition to, any salary or 
wages, which become due to him (whether actually paid or not) from Govern¬ 
ment, a Local authority, a Company or any private employer. Any advance 
by way of loan or otherwise of income chargeable as " Salaries " will be 
darned to be salary due on the date of the advance. The right of a person to 
occupy free of lent as a place of residence any premises provided by his 
employer is a “ perquisite." Any person responsible for paying " salaries ” 
must at the time ot payment deduct Income-Tax (as also Super-Tax 
wh( re the annual salary will exceed the minimum Super lax limit) from the 
amount payable at a rate repiesenting the average of the rates applicable 
to the estimated annual Total income of the assessee under this head, 
rlie tax so deducted at source will be given ciedit tor in the assessment 
of such income of the employee concerned in the following year. 

The assessee ■will not have to pay any tax on the amount payable by 
his Employci foi expenses to be incurred wholly, necessarily and exclusively 
in the pei foi manor of the duties of his employment, where the assessee has 
to incur such expenses by the conditions of his employment, e,g. s conveyance 
allowance to an employee doing outdoor work. A lump sum payment due to 
or received by an assessee fiom an employer or foimer employer will not be 
taxed if it is made solely as compensation for loss of employment (and not 
by way ot k muneiation for past seixiccs) or if it is made from a Government 
or a Recognised Provident Fund All other payments would be taxed. 
Also vide High Couit decisions le : " Salaries " under Chapter XIII. 

2* Adjustment while deducting Tax at source by_ an 
employer. 

A 115 person icsponsible lor paying income chargeable under the head 
" Salaries may, at the time of deducting Income-lax at source, increase or 
i educe the amount to be so deducted foi the purpose of adjusting any excess 
or deficiency aiising out of any previous deduction of tax or failure to deduct 
the tax 



46 


§ 3. Advance against Salary. 

Any advance obtained from an employer in lieu of salary is treated’ 
as salary and becomes due to the employee on the date of such advance. 

§ 4 Annual Return of Employees. 

Within 30 days from the 31st March m each year, every employer wil 
send a Return oi his Employees m the prescribed form (under Rule 17) to 
the Income-Tax Officei, giving the following information — 

(a) Ihe name and address of every person who was receiving on the 
said 31st Maxell, or has received during the year ending on that 
date, any income chargeable undei the head “ Salaries" of 
such amounts as may be prescribed under Rule 16 (at present 
Rs. 1,600 ) 

(b) The amount of the income so received or due by each such person 
and the time when the same was paid or was due. 

(c) The amount deducted in respect of Income-Tax and Super-1 ax 
from the income of such person. 



CHAPTER V 

INCOME FROM SECURITIES, INVESTMENTS, Etc. 

§ 1* Income taxed at source. 

(a) Interest on Securities . 

Any person responsible for paying Interest on Securities issued by 
Government, a Local Authority or a Company, must at the time of payment 
deduct Income-Tax (but not Super-Tax), from the amount of the interest 
payable,at the maximum rate. Where the Income-Tax Officer, however, gives 
a certificate in writing that the total income of the recipient of such interest 
will be less than 1 he minimum amount liable to Income-Tax, or will be liable 
to a rate of Income-Tax less than the maximum rate, such interest would 
be paid without deduction of Income-Tax, or deducting the tax at such 
lesser rate, as the case may be. While no tax will be at all deducted from the 
interest on Tax Free Securities of the Government of India. 

(b) Interest on other Investments. 

( i ) Where a person is responsible for paying to a Non-Resident any 
interest (not being Interest on Securities) or any other amount 
liable to Income-Tax under the Indian Income-Tax Act, he shall 
at the time of payment deduct Income-Tax at the maximum rate, 
unless he agrees to be assessed thereon as the N on-Resident’s agent. 

(it) An Income-Tax Officer can require a person, who is responsible 
for paying to a Non-Resident any sum mentioned in the fore¬ 
going para, to deduct at the time of payment Super-Tax at the 
rate determined by him. 

(tii) Where the recipient of any sums mentioned in the foregoing 
para is, in the opinion of the person responsible for paying the 
same, liable to pay Super-Tax and is a Non-RcTdent, and if no 
order to deduct Super-Tax has been received from the Income- 
Tax Officer as stated above, such person should of his own accord 
deduct at the time of payment Super-Tax from the income in 
excess of the statutory limit at the rate applicable to his total 
income, viz., the total of the sums so paid by him. 

(r) Dividends. 

(i) An Income Tax Officer can also require the principal Officer of a 
company to deduct Super-Tax from the dividend payable to a 
Non-Resident shareholder at a rate to be determined by him, if 
he is of the opinion that such shareholder's Total World income 
will in any year exceed the minimum statutory limit. 

(ii) The principal officer of a company, under the circumstances stated 
in the foregoing para and where no order to deduct Super-Tax 
has been received from the Income-Tax Officer as stated above. 
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should of his own accord deduct at the time of payment Super- 
Tax at the rate applicable as if the dividend or aggregate dividends 
paid by him to the share-holder would constitute his Total 
World income. 

(d) Credit for Tax deducted at source. 

All such tax so deducted at source should be considered as paid on 
behalf of the person from whose income the deduction was made and credit 
should be given to him therefor by the Income-Tax Officer in the assessment 
made for the following year. All such tax so deducted must be paid to 
Government within the prescribed time (the same day in the case of tax 
deducted on behalf of Government, while within one week of the deduc¬ 
tion in other cases), as per Rule 10 of the Income-Tax Rules. 

(e) Failure to deduct tax at source. 

If any such person does not so deduct the tax as explained hereabove, 
he shall, without prejudice to any other consequences which he may incur, 
be deemed to be “ an assessee in default ” in respect of the tax. The 
power to levy tax by deduction at source shall be without prejudice to any 
other mode of recovery thereof. 

§ 2 . Certificate of the deduction of Tax* 

The person who deducts Income-Tax or Super-Tax under this ( haptei must 
at the time of payment of interest, etc., give to the payee a certificate fo the 
effect t hat Income-Tax and/ or Super-Tax has been deducted thcrefi < >m ,spcci ty¬ 
ing the amount so deducted and the rate at which the tax has been deducted. 

§3. Interest on Securities owned bv Indian States and Rulers 
thereof. 

Such interest owned by Indian States is exempt from taxation unless 
a state is doing business in Securities. This exemption does not apply to 
Ruling Chiefs, 1 he Government have, however, by way of concession, exempt - 
ed the Interest on Government Securities owned by Ruleis of Indian States. 

§ 4. Supply of Information. 

(a) On or before the 15th of June each year, the principal officer of 
every company will send to the Income Tax Officer (who assesses that com¬ 
pany) a Return in the form prescribed under Rule 43 and containing the 
names and addresses of the Shareholders to whom aggregate dividends 
exceeding Rs. 5,(XX) have been distributed during the preceding year and the 
amount so distributed to each such shareholder. 

(b) On or before the 15th of June each year, the person responsible for 
paying any interest (other than interest on Securities) will send to the Income- 
Tax-Officer, m whose jurisdiction the person responsible for paying the 
interest resides, a Return in the form prescribed under Rule 43 A and con¬ 
taining the names and addresses of all persons to whom he has paid during 
the previous financial year such interest exceeding Rs. 400, together with 
the amount paid to each such person. 



CHAPTER VI 

INCOME FROM PROPERTY. 


*§ 1, Basis of assessment. 

Every owner of a property consisting of any building or land appur¬ 
tenant thereto has to pay the tax on the bona-fide annual value (gross rents 
receivable) thereof, except for the portion of the property occupied by him 
for the purpose of his own business or profession, after deducting certain 
allowances mentioned below. Also vide High Court decisions re-income 
from Immoveable Properties under Chapter XIII. 

§ 2. Allowances. 

The following allowances are admissible as deduction from the Annual 
’ value or gross rents :— 

(1) Where the property is in the occupation of the owner, or where 
it is let to a tenant and the owner has underaken to bear the cost 
of repairs, a sum equal to one-sixth (i.e., 16 2/3 per cent), of such 
annual value ; 

(2) Where the property is in the occupation of a f enant who has under¬ 
taken to bear the cost of repairs, the difference between such 
annual value and the rent paid by the tenant uptobut not exceed¬ 
ing one-sixth of such annual value; 

(3) The amount of the annual premium paid to insure the property 
against risk of damage or destruction, c.g. f Fire Insurance Pre¬ 
mium,—War Risks Insurance Premium, etc.; 

(4) (i) Where the property has been mortagaged or is subject to a 

Capital cliarge, the amount of any interest on such mortagage 
or charge; 

(it) Where the property is subject to an annual charge of revenue 
nature, the amount of such charge; 

(in) Where the property is subject to a ground rent, the amount 
of such ground rent; and 

(iv) Where the property has been acquired, constructed, repaired, 
renewed or reconstructed with borrowed money, the interest 
on such borrowings,— 

Provided that the interest or annual charge if payable to a Non-Resi¬ 
dent cannot be so deducted, unless tax has been deducted therefrom at the 
maximum rate or the owner agrees to be taxed as an agent of such non¬ 
resident ; 

4 
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(5) Any sum paid on account of land-revenue, e.g. t Revenue CollectorV 
taxes; 

(6) Rent collection charges paid or 6% of the annual value, which¬ 
ever be the lower; 

(7) Loss on account of vacancies, for which no rent bills were prepared; 

( 8 ) Loss on account of rent bills made but not subsequently recovered, 
provided that (i) the tenancy is bona-fide; (ii) the defaulting 
tenant has vacated or steps have been taken to compel him to 
vacate the property ; {in) the defaulting tenant is not in occupa¬ 
tion of any other property of the assessee; (tv) the assessee has 
taken all reasonable steps to institute legal proceedings for the 
rccoveiy of the unpaid rent or he satisfies the Income-Tax Officer 
that legal proceedings would be useless ; and (v) the annual value 
of the property to which the unpaid rent relates had been included 
in the assessed income of the year during which that rent was due 
and the Income-Tax has been duly paid on such assessed income. 

Where a property or a portion thereof is in the occupation of its owner 
as his own residence, the “annual value" thereof is not to exceed ten per 
cent, of the owner’s Total income, as explained in the illustrations below. 

§ 3* Property owned by two or more persons. 

Where a property is owned by two or more persons and their respec¬ 
tive shares are definite and ascertainable, the share of each such person in • 
the income of the property will be assessed in his own hands along with the 
other income. It would be advisable for the Income-Tax Officer to maintain 
a file for the total property income as well, which would be N.I). 

§ 4. Accounts and Computation of Income. 

Where there are several properties with small tenements, a Cash Book 
and a Ledger should be maintained. All vouchers for expenses incurred 
should be preserved. Although the actual net rents as per these accounts 
is the assessee’s true income from properties, section 9 of the Income-Tax 
Act provides for the working ot such income subject to certain hypothetical' 
allowances, as shown in the illustrations given below. 

& 5. Illustration (X ) Where Property has been let out. 

K. Sorabjee, proprietor of some house properties, has been insured 
with the Oriental Life Office, at an annual premium of Rs. 1,700. He has no 
other sources of income. He requests you to prepare a statement, showing 
his taxable income for the assessment year 1944-45 from the particulars- 
given below;— 
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He owned a house in "A” Ward {No* 1,257) at 321 Homby Road, 
and another in "D” Ward (No. 329) at 651 Girgaum Road. He had also 
a bungalow at 105 Cumballa Hill and, a cottage at Dadar. The bungalow 
was however, sold on 1st July, 1943 (last rent was received for June), while 
the cottage was sold on 1st October, 1943 (last rent was received for Septem¬ 
ber). The net or rateable values (as per Municipal Bills) and the amounts 
paid for Fire Insurance premiums were as follows:— 


Property. Rateable Insurance. 

Value. 

Rs. Rs. 

Hornby Road House. 6,570 190 

Girgaum Road House .. .. .. 4,140 120 

Bungalow . 2,430 80 

Cottage .. .. .. . * 1,530 46 

Other expenses are claimed as shown below : — 

Rs. 

Interest paid to the mortagagee of Hornby Road house 480 

Ground rent paid 109 

Paid to the Collector of Bombay for Land Revenue .. 17 

Rent Collection charges .. .. .. .. .. 480 

Vacancy allowance for Girgaum Road house, as agreed 

to by the Income-Tax Officer . 200 

Irrecoverable Rents (admissible) .. .. *. 220 


Details of Property income . 


Ward and 

Name and number 

In whose name 

Annual 

Deduction 

No. 

of street in 

Property stands 

Letting 

claimed 


which property 

in Municipal 

Value 



stands. 

Register. 

Rs. 

Rs. 

A. No. 1,257 

321, Hornby Road, 

K. Sorabji 

7,300 



Fort. 




D. No. 329 

651, Girgaum Road 

Do. 

4,600 

1,659 

(see below) 

C. No. 71 

105, Cumballa Hill 

Do. 

675 


G. No. 54 

57, Dadar Road 

Do. 

850 





Rs. 13,425 


Admissible Allowances —(Vouchers to be preserved):— 


1 . 

Insurance Premium 

. 


353 

2 . 

Interest on Mortgage 

.. .. . 


480 

3. 

(iround Rent 

.. .. 

. . 

109 

4. 

Land Revenue .. 

m * 0 m 0 

• . 

17 

5. 

Collection Charge 

mm • • * 


480 

6 . 

Irrecoverable Rents 

• • —• • 

. 

220 




Rs. 1,659 






Statement skewing Taxable Income for 1944-45 assessment 




Rs. 

a. 

p- 

Gross Annual Value 

• • 

.. 13,425 

0 

0 

* Less: Vacancy Allowance 


200 

0 

0 



13,225 

0 

0 

Less: Allowances claimed. 





(as above) Rs. 

1,659 




1th of Total Annual value of Rs. 





13,225 for Repairs.. 

2,204 

3,863 

0 

0 

Total Income 


9,362 

0 

0 

Less : Life Insurance Premium (Jth of 

Rs. 9,362) 




only allowed 

1,560 

0 

0 

Taxable Income 


7,802 

0 

0 


Notes:— 


(1) Annual LciUng Value :—Annnal Letting Value means a sum at 
which the property might reasonably be expected to be let from year to year. 
This represents the Gross Rateable Value, which could usually be ascer¬ 
tained from the Net or Rateable Value (which is 90 per cent, of the Gross) 
stated in Municipal Property Tax Bills. As for instance Rs. 7,300of Hornby 
Road property has been arrived at thus:— 



Net Value 
90 

6,570 X 100 
90 


Net Value 
6,570 : : 

Rs. 7,300 


Gross Value 
100 : ? 


As the bungalow was sold on 1st July, 1943, its rent has been taken for 
3 months only. Similarly 6 months' rent has been taken for the cottage 
sold on 1st October, 1943. 

(2) Fire Insurance Premium :—Here also 12 months' premium has 
been taken into account in the case of houses, while those for the cottage and 
the bungalow have been taken for 3 months and 6 months, respectively, 
the rest having been agreed to be borne by the purchasers. It would not 
be out of place to mention here, that the actual amount of premium paid 
will be allowed by the Income-Tax Officer. 

(3) Collection CAarg^s.—Actual collection charges paid in this case 
are less than the 6% limit, hence the actual payment will be allowed. 

(4) Life Insurance Premium: — The Assessee has actually paid 
Rs. 1,700 for his life insurance, but he cannot claim the allowance for more 
than one-sixth of his Total Income of Rs. 9,362. The said one-sixth amounts 
to Rs. 1,560, which has been taken as an allowance. 



53 


(5) Property owned and occupied solely for business :—Where the pro¬ 
perty is so owned jand occupied, no income-tax is payable. Similarly, no 
charge will be allowed to be made against the business profits by way of 
rent* 

(6) Vouchers for Admissible Allowance :—While claiming the admis¬ 
sible allowances as above, vouchers( or certified (copies thereof) must be sub¬ 
mitted for the satisfaction of the Income-Tax Officer, if required. These 
vouchers may take the form of acknowledgments, receipts, agreements, 
correspondence, etc. 

Illustration (2) Where Property is in the occupation of the 
owner for his own residence. ^ ' 

A. B. Wasmer owns several properties, the annual letting values whereof 
amount to Rs. 25,000, including Rs. 7,000 for a bungalow where he resides. 
He claims the following expenses, m addition to the statutory allowance of Jth 
of the annual letting value for repaiis, viz., Rs. 100 for Insurance premium; 
Rs* 700 for Interest on mortgage ; Rs. 500 for vacancy allowance ; Rs. 25 
for Ground Rent; Rs. 10 for Land revenue and Rs. 1,200 for Collection 
Charges. It A. B. has no other income, he will have to pay Income-Tax on 
Rs. 13,729 as shown below:— 


Rs. 

Rs. 

Annual letting value .. 

25,000 

Less: for the bungalow occupied 


by the owner, which is dealt 


with separately hereunder 

7,000 


Rs. 18,000 'S 


Less : admissible deductions under the Act:— 


Repairs at &th of Rs. 18,000 (whe¬ 
ther incurred or not) 

3,000 


Insurance Premium 

100 


Interest on Mortagage 

700 


Vacancy Allowance 

500 


Ground Rent 

25 


Land Revenue . 

10 


Collection Charges up to 6 per cent, 
of Rs. 18,000, though paid Rs. 1,200 

1,080 

5,415 


Rs. 12,585 
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Add —Annual letting value of the bungalow 
in the occupation of the owner 
for the purposes of his own resi¬ 
dence upto 1 / 11 th of Rs. 12,585, 

although its rent is worth Rs. 7,000 1,144 

Total Income Rs, 13,729 

Note ;~~ 

Rs. 1,144 is arrived at as shown below:— 

10 per cent, of Total income of Rs. 13,729 .. 1,373 

Less: l/ 6 th foi Repairs .. ,, . # 229 

Rs. 1,144 


Illustration (3) Presuming that X.Y. owns similar properties as A.R.W. 

in the above illustration and that he also incurs the 
same expenditure as A.P>.W., but that he has also some 
othei income amounting to Rs. 10,000 foi the same 
yeai, his assessable income from “ Propeity ” would 
amount to Rs. 14,638 as shown below (against 
Rs. 13,729 from the <arno piopotir-i diown m the 
lllustiation ( 2 ) above) :— 

Income Torn properties, excluding the sell-occupied 

bungalow, as shown m above illustration (2) .. 12,585 

Add: Income for the self-occupied bungalow upto 
1 /1 1 th of the total income of Rs. 22,585 (Rs.12,585 
+ Rs. 10,000 for other income) .. .. .. 2,053 

Taxable Income Rs. 14,638 

Note : —Rs. 2,053 is arrived at thus :— 

10% of the Total income of Rs. 24,638(14,638 + 10,000) 

Less: l/6th for repaiis 


2,464 

411 


Rs. 2,053 



CHAPTER VII 

INCOME DERIVED FROM BUSINESS, PROFESSION, Etc, 

§ 1* Methods of Accounting. 

Act ounts may be kept oi maintained by a trader or a piofessional < itha 
on the “ Cash Basis ” or on the “ Mercantile System ” The Mercantile 
System is moie accurate because under this system all the income and ex¬ 
penditure ou< standing as at the end of the aa ounting year are being provided 
m the accounts Thus, the Piofit and Lo->s Account will show all f he income 
earned and all the expenses and losses mcuircd pertaining to the twehe 
months in question, irrespective of the fact whether the income actually 
received in cash or not and whether the expenditme has been actually paid 
01 not Similarly, all purchases made m the yeai m question (whether 
p ud for 01 not) and all sales effected during that year (whether realised or 
not) will also be iccorded But undei the Cash System will be if corded 
only such salt s and me omc as is actually realise d in t ash in the yeai of accoun- 
tmg, irrespective of the penocl of accounting (i c , whether for past, present 
oi future), and so also only such purchases and expenses as aie actually 
pud foi in c ish m that yeai, whethu pci taming to the past, piesent or 
future period, with the result that the prolit and loss account m this case 
may contain items of income and expenditure of either raoie oi less than 
12 months m question 

An Income lax Officer cannot as i rule interfile with an assessor's 
regular system of account keeping maintained consistently from ymr to year. 
Under Section 13 of the Income-Tax Act, income, piofits and gams of a 
business have got to be ascertained m accordance with the method of 
accounting (win ther cash oi mercantile) regularly employed by an assess* e 
year m and year out But if no regular method is consistently followed 
by an assesste from year to year, r if the method of accounting u^* d by him 
is such that, m the opinion of the Income-Tax Officer, the assessee's income 
oi piohts cannot be correctly ascertained therefrom, then the computation 
of income will be made upon such basis and in such manner as the Income- 
Tax Officer may determine The Income-1 ax Officer may m sucii circum¬ 
stances either (1) estimate the gross profit on a percentage based on the total 
turnover of the assessee's business as per Ins accounts (or may even estimate 
such turnover if not correctly iccorded) and deduct therefrom admissible 
expenses and losses , or (2) where a proper record of expenses is not available, 
the Income-Tax Officer may estimate the net profit of the business by taking 
a percentage on the total turnover thereof. Of course, the percentage 
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adopted for the gross profit would always be higher than the percentage to be • 
taken for ascertaining the net profit in the same line of business. But, an 
Income-Tax Officer cannot so estimate the income simply because he does 
not understand those accounts or because the accounts are complicated. 

§ 2. Items of Expenses and Losses usually allowed to be 
deducted from Gross Profit* 

The list of deductions to be allowed for expenses and losses as given 
in section 10 of the Income-Tax Act cannot be said to be exhaustive, as 
could be seen from clause (xii) of sub-section (2) thereof, which deals with 
all expenses of the business other than those specifically provided for in 
the previous eleven clauses thereof. Howevei, where a business or a pro¬ 
fession is carried on by an assessee, he can claim the following items by way 
of deduction from his gross profit or income, viz ; 

(1) Rent of the business premises .—Any rent incurred for the hired pre¬ 
mises in which the business or profession is carried on. Where a substantial 
part of the premises is used by the assessee for his residence, such portion of 
the total rent would be allowed as the Income-Tax Officer may determine, 
having regard to the proportional annual rent of such part. Prior to 1939, 
allowance under this head was given only in respect of the proportionate pai t. 
of the premises. This was interpreted as " Floor space " only. Now, the 
words are “ proportional annual value ” and they remove such ambiguity. 
Rent of quarters supplied free of charge by an assessee to his business stall 
for their residence is also covered by the exemption, but such rent will 
amount to income in the hands of the occupier thereof, who will be assessed 
for the same. 

(2) Repairs of the business premises .—Where the assessee is a tenant 
of a business premises and has undertaken to bear the cost of its normal 
repairs, the amount of such repairs. Here also, if a part of the premises 
is used for the assessee’s residence, the proportional business part only of the 
amount will be allowed. 

(3) Interest on money honoured .—The interest on money borrowed for 
the purposes of, and invested in, the assessee’s business. If such interest 
is payable to a Non-Resident, the same would not be allowed as a deduction 
from gross profit unless tax at the maximum rate has been deducted there¬ 
from or unless the assessee agrees to be assessed thereon as the agent of the 
non-resident. Further, interest paid by a Firm to one of its Partners is not 
admissible as a deduction from the Firm’s gross profit ( Vide §>10 of this 
Chapter and High Court decisions under Chapter XIII). 

(4) Insurance Premium' —Premium in respect of insurance against 
risk of damage or destruction of buildings, machinery, furniture or stock 
used for the purposes of the business or profession. It is not necessary 
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that these asserts must be owned by the assessee. If an assessee has hired 
the premises or machinery < r furniture and under his contract he is bound 
to bear the insurance premium thereof, the premium so paid is also allowed. 

(5) Current Repairs to Buildings , Plant , Machinery or Furniture ,—* 
Under Clause (2) above, repairs to buildings occupied by the assessee as a 
tenant was allowed. The repairs here intended are those eftected by the 
owner, who uses the premises for his own business or profession. 

(6) Depreciation o f Buildings , Plant Machinery or Furniture. 

(a) Current Depreciation .—Depreciation is allowed on these assets if 
they are owned by the assessee. If they are hired, the user does not 
get the relief because depreciation in that case will be allowed to the owner 
thereof. The sum admissible is equivalent to the prescribed (under Rule 8) 
percentage on the written down" value of the asset and is subject to 
three conditions, viz., (i) the prescribed particulars as per the Form given in 
Part V of the Return of Income have been duly furnished to the Income- 
Tax Officer ; (ii) Where full depreciation due to the assessee cannot be allowed 
in any year, owing to there being no profits or insufficient profits chargeable 
lor that year, the depreciation or part of the depreciation to which effect 
lias not been given, as the case may be should be added to the depreciation 
of the following year and so on for succeeding years ; and (tit) the aggregate 
of all such allowances must in no case exceed the original cost of such asset. 


(b) Unabsorbed Depreciation .—Depreciation unabsorbed prior to 

1939- 40 should be capitalised, i.e., added to the depreciated value of the 
asset for the pm pose of arriving at the written down value of the asset for 

1940- 41 assessment. Depreciation due thereafter should be carried for¬ 
ward after setting oil the same against the profits, if any. Loss brought 
forward should be first set off and thereafter the accrued depreciation, so 
that loss may not expire or be wasted. 


The amounts on account of depreciation to be carried forward under 
the above clause (a) and the losses to be carried forward under §24 of the Act 
should be kept quite distinct. The income of the year, against which these 
amounts carried forward can be set off, should first be arrived at after making 
allowance for the depreciation admissible for that year. The loss should then 
be set off first and then the unabsorbed depreciation against the balance. 
For example, 

Rs. 

The loss carried forward from 1941/42 assessment is 10,000 

The unabsorbed depreciation carried forward is .. 40,000 

Profits for 1942/43 assessment are .. .. .. 60,000 

Depreciation admissible for that year is •. .. 25,000 


Income for 1942/43 is. 35,000 

Less: Loss brought forward .. ... . * 10,000 

25,000v 
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Less: Unabsorbed depreciation brought forward 
Rs. 40,000, wherefrom only Rs. 25,000 
can be set off this year .. .. .. 25,000 

Depreciation to be carried forward to 1943/44 is —— 

* (40,000—25,000) = Rs. 15,000 

(c) Computation of “Written-down” value of Assets,- The entire 
basis of allowance lor depreciation has been changed with ehect from 1940/41 
assessment year. "Plant" includes vehicles, books, scientific apparatus 
and surgical equipment purchased for the purposes of the business or pro¬ 
fession. " Written down ” value means (?) In the case ol assets acquired 
before the “ previous ” year, the actual cost to the assessee less all depre¬ 
ciation actually allowed to him under this Act or any Act repealed thereby 
or under executive orders issued when the Act of 1886 was in force. (/?) 
With regard to the assets acquired before the commencement of the amended 
Act of 1939, the amount of depreciation which was due in respect of any assess¬ 
ment prior to that for the assessment year 1939/40, but which was not 
actually allowed because of insufficiency of profits, is to be included in the 
written down value. Thus, if an asset costing Rs. 20,000 was aequiied m the 
year ended 31st March, 1931, and if the rate of depreciation on this asset was 
5%, the written down value for the assessment year 1940/41 would, m the 
absence of any unabsorbed depreciation, be calculated as follows 

R.. 

Original cost .. .. .. .. .. 20,000 

Less: Depreciation for 8 years (1932/33 to 1939/40) 

(a) 5% per annum .. .. .. .. 8,000 

Written down value for 1940/41 .. .. .. 12,000 

If the rate of depreciation of this asset under the written down value 
basis has been changed to 6%, the allowance for 1940/41 will be Rs. 720 
and the written down value for 1941/42 will be Rs. 11,280 (12,000—720). 
If, however, no allowance was given for the years 1937/38, 1938/39 and 
1939/40 owing to insufficiency of profits in those years, the allowances for 
1937/38 and 1938/39 would be added to Rs. 12,000, making the written 
down value Rs. 14,000, whilst the allowance forRs. 1939/40 would be carried 
forward to 1940/41. Unabsorbed depreciation on account of assessment 
years 1939/40 onwards alone would be carried forward. 

(7) Loss on accotent of Plant or Machinery sold or discarded. —Where 
a machinery or plant is sold or discarded, for any reason whatsoever, the 
excels of the written down value of the asset over its sale proceeds or scrap 
valufe, provided that the loss is actually written off in the books of the assessee. 
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Similarly, if the sale price exceeds the written down value, the profit 
made on the sale will be treated as profit in the year in which the sale takes 
place. No profit in excess of the original cost price of the asset could, 
however, be taxed, because it is capital profit. 

It may be observed that, as per the strict meaning of the wording 
used in §10 (1), the profit or loss should have arisen during the carrying on 
of the business. If any profit or loss accrues on the sale of a business lock, 
stock and barrel, ix. t as a going concern or by the liquidator or receiver of 
the business, the profit or loss would be of capital nature and the same 
should, therefore, be ignored for taxation purposes. 

(8) Loss due to animals used in the business dying or becoming per¬ 
manently disabled\ In some business, animals are used otherwise than as 
stock-in-trade and these either become permanently disabled or die due 
to the age or accident and they are sold either dead or alive, Any excess 
of the original cost of the animal over the price obtained for its disposal 
will be allowed. 

(9) Any sum paid on account of land revenue , local rates or municipal 
taxes in respect of the buildings or such portion thereof as is used for the 
purposes of the business oi profession* 

(10) Sums paid to employees as bonus or commission jvr service s rendered 
— Employers often pay certain sums to their employees in the business by 
way of bonus, reward or commission, just to encourage them to lender useful 
service and not by way of share of profits. Of couise, the amount must be 
reasonable and not out of proportion, having regard to the pay of the emplo¬ 
yee and the conditions of his service, the extent of the profits made and the 
practice prevailing in that kind of business or profession. 

(11) Bad and irrecoverable debts .--Where an assessee maintains his 
Accounts on the Mercantile System, debts that have turned bad and are 
irrecoverable will be allowed if they have been written off in the books. 
It is not necessary that a debt should be allowed as bad only if the debtor’s 
account has been completely written off. If an assessee satisfies the Income 
Tax Officer that he is not going to recover a certain portion of a customer’s 
debt, only the irrecoverable portion thereof can be written off and claimed 
as loss, the balance being good or recoveiablc debt being carried forward 
to the next year. In a money-lending or banking business, even if accounts 
be kept on cash basis, loans advanced to customers form part of the stock- 
in-trade of such money-lender or banker and, therefore, the loss on account 
of irrecoverable loans can be written off and claimed as Bad Debt by way 
of deduction from gross profit. It is possible, though in rare cases, that a 
-debt considered as irrecoverable and written off in the books is realised 
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subsequently* In such cases, the recovery will be treated as profit of the 
year in which it is recovered and will be liable to tax, provided the bad debt 
was allowed in the past. 

The onus of proving that a debt is bad or doubtful is on the assessee. 
He has to show ( i) that the debt was overdue, (it) it was not at all recovered 
and (in) that it became bad in the accounting year in question. 

(12) Any other expenditure not covered by the above eleven clauses 
(which is not capital expenditure, nor personal or private expenses of the 
assessee) laid out or expended wholly and exclusively for the purposes of the 
business or profession. (Vide High Court decisions in Chapter XIII). 

§ 3. Items of Expenses and Losses usually not allowed: 

(a) Where any building, machinery, plant or furniture, on which 
any allowance is due under clause (5), (6) and (7) above, is not wholly used 
for the business or profession, the allowance would be given of the fair pro¬ 
portional part thereof so used. The rest of the allowance will not be allowed. 

(h) Any cess, rate or tax, that is payable on the basis of a percentage 
of the net profits of a business or profession, will not be an admissible de¬ 
duction. 

(c) The following items are also not allowed, viz., (i) “ Salaries " 
payable without British India on which tax at the maximum rate has not 
been deducted at source, (it) Any contribution to a Provident Fund for 
the benefit of employees, unless the employer has made effective arrange¬ 
ments to secure that tax will be deducted at source from any payments 
made out of such Fund taxable under the head “ Salaries/' 

(d) The following items will not as a rule be allowed to be deducted 
from profits, in as much as they are eithei expenses and losses not incurred 
in the ordinary course of the assessee’s regular business or profession, or 
that they are mere appioprialiohs of profits : 

(i) Expenses and losses not incurred in the course of regular busi¬ 
ness (1) Capital loss on the sale of a Fixed Asset, e.g., Build- 
dings, Furniture etc., which is not covered by clause (No. 7) 
of 2 above ; (2) Loss on speculation and gambling transac¬ 
tions ; (3) Capital Expenditure including heavy repairs and 
renewals of Fixed Assets; Preliminary Expenses etc., (4) 
Gifts, Charities, presents etc., (5) Commission of irregular 
nature, e.g., bribes, secret commissions etc., (6) Damages 
for illegal action (Damages incidental to the business may, 
however, be allowed) etc. etc. 

(ii) Appropriations of profits. —(1) Interest on proprietor's or * 
partners capital; (2) Partner's salaries, commission etc.; 
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( ' (3) House-hold or personal expenses and drawings of the 
proprietor or partners; (4) Income-Tax and Super-Tax; 
(5) Reserves set aside from profits for some unknown con*' 
tingency, etc., etc. 

‘ §4. Registered and Unregistered Firms and Change in their 
constitution* 

(a) Registered Firm .—An application can be made to the Income-Tax 
Officer on behalf of any Firm, constituted under a Partnership Deed spe¬ 
cifying the individual shares of the partners, for registration of such deed. 
The application should be signed by all the partners (not being minors) 
personally and should be made («) before the income of the Firm is assessed 
(either under §23 or under §34 of the Act) ; (it) with the permission of the 
Appellate Assistant Commissioner hearing an appeal and before appellate 
order is passed ; (lii) before or after the dissolution of the Firm whose assess¬ 
ment is to be made up to the date of dissolution. If the application is macie 
after dissolution, it should be signed by all persons (not being minors) who 
were partners immediately before dissolution. (Also vide High Court cases 
in Chapter XIII.) 

Where a firm has been so registered, the firm's total income may be 
ascertained by the Income Tax Officer, but such income should not be col¬ 
lectively taxed in the hands of the Finn. Each partner's share in the Finn's 
income should be included m his own Total income and each partner should 
then be separately assessed. If the share of the partner is a loss, the same 
will be set off against his other income, as explained hereafter. If one of 
the partners is a non-resident, his assessment should be made on, and reco¬ 
vered from, the Finn at the rate applicable to his Total income. 

(b) Unregistered Firm .—Where the partnership agreement is not regis- 
gistered as explained above, the Income-Tax Officer will assess the total 
income of the firm collectively at the rate applicable to such total income. 

Even where a Partnership Deed is not registered, the Income-Tax 
Officer may, instead of taxing the firm collectively, proceed to tax the 
partners thereof directly in the manner laid down hereabove as applicable 
to a registered firm, if, in his opinion, the aggregate amount of the tax 
(including Super-Tax) payable by the partners individually under such 
procedure would be greater than the sum total of the tax payable by the 
firm collectively (as an un-registered firm) plus, the taxes payable by the 
partners individually. It is, therefore, advisable that a Firm should always 
get its partnership agreement registered with the Income-Tax Officer. 
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Whether the Income-Tax Officer proceeds under Clause (a) or (6) above, he - 
should send his order to the firm, showing the amount of the Total income 
on which his determination has been based and the apportionment thereof 
among the various partners. 

(c) Illustration :— 


The following is the Profit and Loss Account of Metropole Bros., for 
the year ended 31st March, 1944, in which there are 3 Partners, M., N., & P., 

sharing Profits and Losses in equal proportions :— 

* 

Profits and Loss Account for the year ended 31 st March , 1944 . 


To Stock on 1st April 1943. 

30,000 

„ Purchases 

80,000 

„ Clearing Charges 

10,000 

,, Salaries and wages 

12,000 

,, Rent 

4,000 

„ General Charges 

3,000 

„ Audit Fees 

1,000 

,, Insurance 

500 

„ Reserve for Doubtful 


Debts 

1,500 

„ Income-tax 

1,000 

,, Loss on the Sale of In¬ 


vestments 

2,000 

„ Charities 

250 

„ Presents 

250 


„ Balance, being Net Pro¬ 
fit, transferred to :—. . 

M’s Capital Account l/3rd 
shate Rs. 2,666-10-8. 

N’s Capital Account 1 /3rd 
share Rs. 2,666-10-8. 

P’s Capital Account 1 /3rd 

share Rs. 2,666-10-8 .. 8,000 

Rs. 1,53,500 


By Sales .. 1,20,000 

„ Stock on 31st March 


1944 .. 33,500 



Rs. 1,53,500 


The Partners have also other Sources of Income as under :— 

M. N. P. 

Rs. Rs. Rs* 

Admissible Loss in Cotton business .. 2,000 — — 

Life Insurance Premium «.* ** 100 — 
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The firm's Profit would be adjusted for Income-Tax, thus* 

Rs. 

Net Profit as per Profit and Loss Account .. 

Add —Items disallowed ;— 

Reserve for Doubtful Debts *. 1,500 

Income-tax. 1,000 

Loss on the sale of Investments 

(Capital Loss) . 2,000, 

Charities . 250 

Presents .. .. .. .. 250 


Rs. 

8,000 


5,000 


Total Taxable Income of the Firm 13,000 

(i) Assessment of the Firm as a Registered Firm. 

If the Firm had been registered by the Income-tax Officer, no demand 
will be made against the Firm on Rs. 13,000 collectively, but individual 1 
Assessments of M., N., and P., for 1944/45 will be made on the following 

figures: h J 

Rs. a. p.. Rs. a. p„ Rs. a. p. 

1 /3rd share in the income of 

the Registered Firm .. 4,333 5 4 4,333 5 4 4,333 5 4 

Less: Loss in Cotton business 2,000 0 0 — — 

Life Insurance Pre¬ 
mium .. •. 100 0 0 _—__ — 

Total Assessable Income . 2,233 5 4 4,333 5 4 4,333 5 4 

In the case of N. and P., since their Total Income amounts to 
Rs. 4,333-5-4 each, the rate of Income-tax applicable to them would be 
a bit higher than the rate applicable to M's Total Income of Rs. 2,233-5-4. 

(n) Assessment of the Firm as an Unregistered Firm . 

The Assessable Income of the above mentioned Firm, if not Rgistered, 
will be computed as under:— 

The Firm's Total Taxable Income of Rs. 13,000 will be assessed at the 
rate applicable thereto, which is much higher than the rate applicable to 
the Total individual income of each partner in the above stated Registered 
Firm. 

$ Comparing the above Illustrations (i) and (it), it will be observed that 
the Partners in the Registered Firm pay less tax than that in the case of an 
Unregistered Firm. 

(d) Change in the Constitution of the Firm .—Where at the time of 
making the assessment of a Firm, it is found that a change has occurred in 
its constitution, or that a Finn has been newly constituted, the assessment 
should be made on the firm as constituted at the time of making the assess¬ 
ment, But, each partner would be assessed on the share of the firm's in¬ 
come which he was entitled to receive.in the “ previous " year, viz., the 
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-accounting year in question. If for some reason or other, the tax assessed 
upon an outgoing partner cannot be recovered from him, it will be reco¬ 
vered from the firm as existing on the day of making the firm's assessment. 
It would, therefore, be advisable for the newly constituted firm to obtain 
an indemnity from the outgoing partners. It is also seen that each partner 
is assessed only on the income actually earned by him in the accounting 
year in question. 

§ 5; Set off of a Loss while computing "Total Income”. 

An assessee sometimes suffers a loss in Business or Profession. Such 
{loss can be set off against his other income of that very year, e.g., property 
interest, etc. ; or vice versa , the loss from some other business, property, etc., 
in any year can be set off against the income from business or profession of 
the same year. Provided that where the firm has been assessed collectively 
- as Unregistered firm, such firm’s loss from Business, profession, etc., can be 
set off only against any other income of the Firm and not against the indivi¬ 
dual income of its partners. In the case of the assessment of a Registered 
Firm, since the firm cannot be collectively taxed as a Firm, loss of the Firm 
which cannot be set off against any other income of the Firm should be ap¬ 
portioned amongst its partners, who alone will be entitled to have the loss 
set off against their individual income. 

* Illustration. 

From the following Profit and Loss Account of Messrs. Divanji and 
Aiyar, who share profits and Losses in the proportions of 2 : 1, ascertain the 
total income of the Firm and find out the Taxable income of each partner. 
Divanji has also got Property income of Rs. 18,000, whilst Aiyar has mort¬ 
gage interest income of Rs. 6,000. 


Profit & Loss Account of the year ending 3lst December 1944. 



Rs. 


Rs. 

To Stock on 1st Jan 1944 .. 

8,000 

By Sales 

28,729 

„ Purchases 

20,000 

„ Discounts 

105 

„ Salaries and Wages 

4,000 

„ Stock on 31-12-1944 ... 

3,000 

„ Rent 

1,800 

„ Balance, being net loss. 


„ Sundry expenses 

800 

transfered to :—- 


„ Audit Fee 

500 

D's Capital Rs. 4,800 


„ Income-Tax 

329 

A’s Capital Rs. 2,400 

7,200 

„ Charity & Presents 

200 



„ Partners’ Salaries :— 




D's Rs. 1,500 




As Rs. 1,500 

3,000 



„ Interest on Capital:— 




D’s Rs. 305 


^y 


A’s Rs. 100 .. 

405 

y 



39,034 


39.034 
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The loss of the Firm would be adjusted for the purposes of Income-Tax 
iWL$ shown below 

Net loss as per Profit and Loss Account . * .. .. 7,200 

Less: Amounts not admissible as deduction from gross Profit: 


Income-Tax. 

329 


Charity & Presents. 

200 

529 



6,671 

Partners* Salaries . 

3,000 


Interest on Capital. 

405 

3,405 

Firm's Admissible Loss 


Rs. 3,266 


In the Case 0 / a Registered Firm :— 

The Firm's real loss of Rs. 3,266 cannot be shared by Divanji & Aiyar 
’in the proportions of 2: 1, because the partners* Salaries and interest on 

' Capital are not being enj oyed by them in that ratio. It is, therefore, necessary 
for the time being to ignore them, in order to arrive at the divisible loss, 
which could be shared by them in the ratio of 2: 1, as shown below:— 


Firm's Admissible Loss 

• * *» 

... 

3,266 

Add: Partners'Salaries 

.. 

• • 

3,000 

Interest on Capital 

. 


405 

Divisible Loss 

•• 

.. Rs. 6,671 

Partners' Taxable Income :— 

Divanji 

Aiyar 

Total. 

Firm's Divisible Loss 

.. —4,447 

—2,224 

—6,671 

Less: Partners* Salaries 

• > +1,500 

+ 1,500 

+3,000 

Interest on Capital ,. 

. • +305 

+ 100 

+ 405 

Firm's Admissible Loss 

_ — 2,642 

— 624 

Rs. 3,266 

Add: Property Income 

.. +18,000 



Mortgage Interest «• 

• • 

+6,000 


Partners' Total Income 

.. Rs~ 15,358 

Rs. 5,376 

. > 


<5 
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It will thus be seen that the loss of Rs. 3,266 from the Firm would' 
not be admissible to Divanji and Aiyar for their personal assessment in 
the ratio of 2: 1, viz., Rs. 2,177 and Rs. 1,089, but in the ratio of Rs. 2,642: 
Rs. 624. Further, since the Firm is a Registered Firm, each partner is al¬ 
lowed a set off of his share in the Firm's loss against his personal income. 
So that Divanji will pay a tax on Rs. 15,358 and Aiyar on Rs. 5,376. 

In the Case of an Unregistered Firm : 

If the Firm is not registered with the Income-Tax Officer, Divanji 
& Aiyar would not be allowed to set-off their share in the Firm's loss of 
Rs. 3,266 against their personal income of Rs, 18,000 and Rs. 6,000, respec¬ 
tively. But, this loss would be carried forward to next year and allowed 
against the Finn's income of that year, as explained hereafter. 

Divanji will then have to pay the tax on his own income of Rs. 18,000’ 
while Aiyar would be assessed on Rs. 6,000 and (not on Rs. 15,358 and 
Rs. 5,376respectively, as was done in the case of the Registered Firm Above). 

Carrying forward of Losses. 

Where a loss cannot be wholly set off as explained above for any year, 
not earlier than 1939/40 assessment year, the balance not so set off can be 
carried forward to the following year and set off against the profits of the 
asgessee from the same business or profession for that year. If it cannot be 
wholly so set off in the next year, the amount of loss not so set off can be 
again carried forward to the year following thereto, and so on. No loss of 
any one year can be so carried forward for more than six years. But, a loss 
pertaining to the assessment years 1939/40, 1940/41,1941/42, 1942/43 and 
1943/44, respectively, could be carried forward only for one, two, three, four 
and five years, respectively. Where the partners of an Unregistered firm have 
been directly assessed under §23(5) (b) of the Act, the loss of the unregistered 
firm can be carried forward and set off as if it were a registered firm. Where 
a change lias occurred in the constitution of a Firm, the loss of one partner 
cannot be set oh against the income of another partner succeeding him. 

Illustration. 

An assessee, who closes his accounts on 31st December each year, suf¬ 
fered losses of Rs. 50 ; 000, Rs. 40,000, Rs. 45,000 and Rs. 55,000 during 
the years 1938, 1939, 1940 and 1941, respectively. Thereafter he changed 
his Manager and also the Head Salesman, with the result that he made 
profits of Rs. 20,000, and Rs. 40,000, Rs. 40,000, and Rs. 30,000 during 
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the years 1942, 1943,1944 and 1945, respectively. What would he his tax¬ 
able income or loss lor the eight assessment years 1939/40 to 1946/47. 


3 

a >s 

Profit 

Profit or Loss of Assessment years for Income-Tax 

II 

or 









F 

Loss 

1939/40 

1940/1 

1941/2 

1942/3 

1943/4 

1944/5 

1945/6 

1946/7 

1938 

—50,000 

-50,000 

-50,000 

— 

— 

— 

1 

- I 

— 

— 

1939 

—40,000 

j 

1 -40,000 

-40,000 

-40,000 


1 

! 





-90,000 







1940 

—45,000 * 


-45,000 

—45 000 

-45 000 

—25,000 






-85,000 

-85,000 





1941 

—55,000 1 



-55,000 

-55 000 

—55 000 

—40,000 


: 

1 



-1,40,000 

-1,00,000 

—80 000 



1942 

+20,000 ! 



1 

| 

1 +20,000 



1 


| 




-80,000 




1943 

1 

+40,000 


I 

I 


1 

i 

+40,000 




1 


i- 

l 

1 

1 

—40,000 



1944 

+40,000 




1 


+40,000 




1 


1 

1 

\ 

Nil 


1945 

4-30,000 


i 


1 

l 

1 


4-30,000 






1 

| 


4-30,000 

mmmm 






1- 




It will be seen from the above table that for the purpose of :— 


1939/40.1 ssessment :—There was a loss of Rs. 50,000 during 1938 and 
hence there would be no assessment. This loss would be allowed to be 
carried forward for one year only, viz., for 1940/41. 

1940/41 Assessment :—The loss of Rs. 50,000 brought forward from the 
previous year, it added to the loss of Rs 40,000 of 1939, makes a total 
loss of Rs. 90,000. Hence, there would be no assessment. The loss of 
Rs. 40,000 of the year 1939 would be allowed to be carried forward for two 
years, viz., for 1941/42 and 1942/43 assessment only. 

1941/42 Assessment .-—The loss of 1938 having lapsed, the loss of 1939 
of Rs. 40,000 brought forward, if added to the loss of Rs. 45,000 of 1940, 
would show a total loss of Rs. 85,000 for this year, and hence no assess¬ 
ment. 
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1942/43 Assessment The lossess of the two previous years if added 
to the loss of R$. 55,000 of 1941 will show a total loss of Rs. 1,40,000, Hence, 
no assessment. 

1943/44 Assessment /—The loss of 1939 lapses in this year. But, the 
losses of 1940 and 1941 amounting in all to Rs. 1,00,000 are still available. 
The profit of 1942 of Rs. 20,000 would be first made good from the loss of 
1940, which will now be reduced to Rs. 25,000, for the purpose of carrying 
the same forward to the next year's assessment. The result of this year 
still being a net loss of Rs. 80,000, there will be no assessment. 

1944/45 Assessment: —The current (1943) year's profit of Rs. 40,000 
will be set-off against the past brought over losses of Rs. 80,000 ( 25,000+ 
55,000) and the balance is still a loss of Rs, 40,000. Hence, no assessment. 

1945/46 Assessment: —The loss brought over from 1944/45 assessment 
is Rs. 40,000 and if this is set off against the current (1944) year's profit of 
Rs. 40,000, there is no income left to be assessed. Nor is there any loss left 
to be carried forward for 1946/47 assessment. There will be no assessment 
for this year as well. 

1946/47 Assessment .‘—-There being no loss brought over from the pre¬ 
vious year, the whole of the current (1945) year's income of Rs. 30,000 will 
be taxed for this assessment. 

§ 6, Change in the ownership of a Business. 

(а) Where a person carrying on any business or profession is succeeded 
in such capacity by another person , the successor as well as his predecessor 
will each be assessed on his actual share of the profit of the business of the 
^previous year," i.e., the accounting year in question. If, however, the pre¬ 
decessor of the business or profession cannot be reached or found by the 
Income-Tax Officer, the assessment of the profits of the year in which the 
■succession took place upto the date of succession and also for the year preced¬ 
ing that year will be made on the successor in the same way as it would have 
been made on the predecessor. Further, if the tax in respect of either of these 
years levied on the predecessor cannot be recovered from him, it shall be pay¬ 
able by and recoverable from the successor. The successor should, therefore, 
always obtain an indemnity from his predecessor. (Also vide High Court 
Cases in Chapter XIII). 

(б) Where the person, who was at the commencement of the Income- 
Tax (Amendment) Act of 1939 carrying on any business or profession, on 
which tax was at any time charged under the Income-Tax Act of 1918, is 
succeeded in such capacity by another person, the change not being merely a 
change in the constitution of a partnership , the first mentioned person (pre¬ 
decessor ) will not pay any tax on the income of the period between the end 
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of the ** previous ,f year and the date of succession. Not only that, but the 
predecessor may further claim, if it is beneficial to him, that the income of 
the " previous ” year (i.e. f the year immediately prior to the year of succes¬ 
sion) be deemed to be the income of the broken period. Further, where any 
such claim is made, an assessment should be made on the basis of the in¬ 
come of the broken period, and if the tax already paid in respect of the income 
of the " previous " year exceeds the tax payable on the basis of such assess¬ 
ment (i.e., on the income of the broken period), the excess so paid should be 
refunded to the predecessor. Such relief will not be admissible in respect 
of Super-Tax, unless the predecessor had been assessed to Super-Tax for the 
first time for the assessment year 1920/21 or 1921/22. The claim for such 
relief must be made before the expiry of one year from the date on which 
the succession took place. 

Illustration:— 

A is the owner of the Excelsior Trading Co. He had paid the 
tax for this business under the Act of 1918, His accounting (“ previous ”) 
year ends on 31st December. His assessment for the year 1943/44 
was made on the income of Rs. 24,000 of 1942 from the above business. He 
lias no other source of income. He sold this business to his Manager B on 
1st October, 1943, and retired. The profit of the business from 1st January 
to 30th September, 1943, amounted to Rs. 13,000 only. The profit of B 
from the same business for the remaining part of the year 1943 (1st October 
to 31st December) amounted to Rs. 6,000. 

B will of course pay Income-Tax on Rs. 6,000 for the assessment year 
1944/45. A will not have to pay anything for the year 1944/45 on the in¬ 
come of Rs. 13,000 of the nine months of 1943, because he was already 
assessed on his business income under the Act of 1918. Not only that, but 
he can ask the Income-Tax Officer to assess him for 1943/44 on such income 
of Rs. 13,000 only and since he was already assessed for that year on the 
income of Rs. 24,000, the excess tax recovered from him should be refunded 
to him. 

§7. Assessment in the case of a Discontinued Business* 

(a) Where the Business income[was not taxed under the Income-Tax Act 
of 1918.—Where any Business or Profession, which was not assessed under 
the Act of 1918 and to which paragraph (6) does not apply, is discontinued 
in any year, an assessment can be made in the same year on the basis of the 
income of the period between the end of the " previous" year and the 
date of such discontinuance, in addition to the usual assessment to be made 
on the income of the "previous” year. The person discontinuing,such 
business or profession should give a notice thereof to the Income-Tax; Officer 
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within 15 days of the discontinuance. If not, he will be liable to a penalty 
equal to the tax payable by him on the income of the broken year upto 
the day of discontinuance. 

Illustration: —* 

X. Y. had started a business in the year 1925, which he closed 
on 30th November, 1943, as he wanted to retire and because there was 
no buyer for the same. His accounting, or previous, year ended on 31st 
March. For the assessment year 1943/44, he was assessed on his business 
income of the year ending 31st March 1943, He will now be assessed sup- 
plementarily for the same year 1943/44, also on his income of the 8 months 
upto 30th November, 1943. 

(b) Where the business income had been assessed under the Act of 1918.— 
Where any business or profession, which was already assessed under the 
Act of 1918, is discontinued, no tax will be payable on the income of the 
period between the end of the “previous” year and the date of such 
discontinuance. The assessee can further claim, if it be beneficial to him, 
that the income of the “previous” year will be deemed to have been the 
income of the said broken period. The claim should be made before 
the expiry of one year from the date on which the business was discontinued. 
When such a claim is made, the Income-Tax Officer should proceed to make 
the assessment accordingly. If the assessment on the income of the whole 
of the previous year had been made, and the tax paid thereon, before such 
claim was put in, refund should be allowed to the assessee of the excess of 
such tax over the revised assessment. 

Illustration:— 

K. Akbarally is the proprietor of the Khambat Stores ever since 
1915 and he had also paid Income-Tax on its income under the Act 
of 1918. His accounting or “ previous " year ended on 31st January 
each year. He closed his business on 31st May 1943. His profits of the 
“previous" year ending 31st January 1943 amounted to Rs. 21,000 and 
those of the four months ending 31st May 1943 to Rs. 2,600. His assess¬ 
ment for the assessment year 1943/44 was not completed before 30th June, 
1943. A claim for the necessary relief under §25 (3) was however, 
put in by him on 15th June 1943. There will be no assessment in his case 
for the assessment year 1944/45 on his income of the four months ending 
31st May 1943. Since no assessment was yet made for the assessment 
year 1943/44, the Income-Tax Officer will substitute the income of the broken 
period of 4 months (Rs. 2,600) for the income of the “previous" year 
{Rs. 21,000) and make an assessment for 1943/44 on the income of Rs. 2,600 
only. The assessee will thus save the tax on the whole of the income of 
Rs. 21,000 
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§ 8. Assessment, after Partition, of a Hindu Undivided Family. 

At the time of making the assessment on a Hindu undivided family, 
if one of its members maintains that a partition had already taken place 
among the members of the family, the Income-Tax Officer must make such 
inquiry thereinto as he thinks fit and if he is satisfied that the ancestral 
property has been partitioned, he will record an order to that efiect, but 
only after serving notices of such inquiry on all the members of the family, 

(a) Where such an order has been passed, or where any person has 
succeeded to a business or profession carried on by a Hindu undivided family, 
whose joint family property has been partitioned on or after the last day 
on which it carried on such business, the Income-Tax Officer will make an 
assessment of the Total income, received by or on behalf of the joint family 
as such, as if no partition had taken place. But, no tax would be demanded 
from the family, because each member will be personally liable to pay a 
share of the tax so ascertained, according to the portion of the joint 
family property allotted to him. Yet, all the members of the family will 
be jointly and severally liable for the portion of the tax not recovered by 
the Income-Tax Officer from any of the members of the family. 

( b ) Where such an order has not been passed, the family will be still 
deemed to continue to be a Hindu undivided family for the purpose of 
taxation. 

Illustration: — 

A.B.C. and I), are members (co-parceners) of a Hindu undivided family 
and the income of the family for the year ending Divali of 1943 (Samvat 
year 1999) is as follows, viz., Rs. 12,000 irom Property and Rs. 20,000 from 
business. At the time of 1944/45 assessment, a contention is raised before 
the Income-Tax Officer that a partition of the joint family estate had already 
taken place among the four members, and assets divided, in equal shares, 
(a) After making the necessary inquiry and presuming that the Income- 
Tax Officer has admitted the partition, he will record an order to that effect. 
The Income-Tax Officer will then make an assessment of the total income of 
Rs. 32,000. He will, however, issue the demand notices on each of the mem¬ 
bers to pay one-fourth of the tax so ascertained by him, along with the indi¬ 
vidual tax of each partner on his own personal income, if any. For and 
from 1945/46 assessment, each member would be separately assessed on his 
own total income from all sources. ( b ) If after making a proper inquiry, 
the Income-Tax Officer is not satisfied about the alleged partition, he will 
assess the family on its total income of Rs. 32,000 for 1944/45 and also there¬ 
after. This will not, however, prevent the undivided family from claiming 
partition at any future time upon producing proper evidence before the In¬ 
come-Tax Officer. 
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§ 9. Computation and assessment of Business Profit* 

(A) Firms and Individuals . 

The computation for ascertaining the assessable profits, or taxable * 
income, may be prepared from the business Annual Profit and Loss Account * 
in two ways, namely, by preparing (1) an adjusted Profit and Loss account 
starting with Gross Profit, or (2) an adjusted Profit and Loss Account start- 
ting with Net Profit. 

I* Starting with Cross Profit:— 

(а) Credit side of the adjusted Profit and Loss Account will show :— 

1. Gross Profit, viz. y excess of selling price over the cost price of goods 
sold as per Trading Account, without taking into consideration any expen¬ 
ses incurred in carring on the business, e.g., Salaries, wages, rent, stationery 
etc., etc. 

2. Any other income which arises in the ordinary course of regular 
business, e.g., Discounts and Allowances from Creditors, Interest on Bank 
(Current) Account, Rent from sub-letting part of the premises, etc., etc. 

Note. —No Capital Profit or casual Income should be taken here. 

(б) Debit Side will show :— 

L Expenses laid out or spent wholly and exclusively for carrying on 
the business, e.g. f Rent, Salaries, Interest, Printing, Stationery, Postages, 
Telegrams, Repairs, Fire Insurance Premium, Rates and Taxes, Advertise¬ 
ments, etc., etc. 

2. Losses arising in the ordinary course of regular business actually 
written off, e.g., Bad Debts, Discounts and Allowances, Depreciation, loss 
on discarded plant or machinery etc., etc. 

Note.— The following items should not be taken here, viz., Appropria¬ 
tions of Profits (e.g., Interest on Proprietor's or Partner's Capital, Proprie¬ 
tor’s or Partner's Salaries or Drawings, Income-Tax and Super-tax, Trans¬ 
fers to Reserve, Bonus or other Funds etc.); Capital or Casual losses; Capi¬ 
tal Expenditure; Gifts, Charities and presents; and all other Losses and 
Expenses not incurred wholly and exclusively for the business. 

Illustration:— 

From the Profit and Loss Account of the firm of Nerurkar and Deshpande 
given below, prepare an adjusted account for income-tax assessment. It 
is presumed that the amount of depreciation claimed will be allowed by 
the Income-Tax Officer and that the repairs are to be borne by the firm. , 
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Dr. Profit and Loss Account in the Ledger . 

Cr. 


Rs. 


Rs. 

To General Business Ex¬ 


By Gross Profit, as per 


penses 

228. 

Trading Account 

6,207’ 

a. Partner's Salaries 

1,000 

„ Interest on Bank (Cur¬ 


* „ Rent 

1,200 

rent) Account 

32. 

y* Gifts . . « • 

20 

,, Discounts and Allow¬ 


,, Salaries and Wages ., 

900 

ances 

171 

Charities 

100 

„ Profit on the sale of 


„ Printing and Stationery 

81 

Investments (Capital 


„ Postage and Telegrams. 

139 

profit) . 

2,389 

„ „ Interest on Capital . . 

721 

„ Rent from sub-letting 

205 

„ Repairs to Buildings .. 

570 

„ Dividends (taxed at 


Loss by Fire (irrecove¬ 


Source) ., 

457 

rable) 

500 

/ 


,, Replacing machinery 




parts (Capital) 

2,600 



/, Income-tax .. 

100 



„ Fire Insurance Premium 

75 



^‘Bad Debts (written ofi) 

219 



y Discounts and Allow- 




^ ances .. 

207 

/ 


„ Loss on the Sale of 


/ 


Investment (Capital) .. 

84 



y Concert Tickets ( Per¬ 


/ 


sonal) .. 

15 

/ 


„ Depreciation .. 

381 



„ Balance, being Net Pro¬ 


/ 


fit, transferred to Capi¬ 


/ 


tal Accounts in equal 


/ 


shares . 

321 

/ 


Rs. 

9,461 

Rs. 

9^461 

Dr. Profit and Loss Account 

adjusted for Income-Tax 

Cr. 


Rs, 


Rs. 

General Business Expenses 

228 

Gross Profit, as per Trad¬ 


Rent 

1,200 

ing Account , . 

6,207 

Salaries and Wages 

900 

Interest on Bank Account.. 

32 

Printing and Stationery „ „ 

81 

Discounts and allowances.. 

171 

Postage and Telegrams .. 

139 

Rent from sub-letting 

205 

Repairs to Buildings 

570 



Fire Insurance Premium . . 

75 



Bad Debts . 

219 



Discounts and Allowances. 

207 

s' 


Depreciation 

381 

y/' 


Balance, being Taxable or 


yS 


Assessable Profit 

2,615 

S^ 


RsJ 

6,615 

Rs. 

~6,615T 


TEe firm will be assessed on Rs. 2,615 as income from business. 

Note ;—Dividends will be shown in the Firm's Return under the head 
"Other Sources.” These would’be grossed up and credit will he given 
in the assessment for the tax deducted at source. . J . 
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II. By Starting with Net Profit:— 


(a) Credit Side of the adjusted Profit and Loss account will show :— 

1. Net Profit (transferred to Capital Accounts) as per the Profit 
and Loss Account. 

2. Expenses and Losses debited to the business Profit and Loss 
Account before arriving at the above Net Profit (which expenses 
therefore reduced the said Net Profit), but which ought not to 
have been so charged for Income-Tax purposes, inasmuch as those 
expenses and losses were either Appropriations of Profit or 
were not incurred wholly and exclusively for the business, or 
were of a capital or casual nature. 

( b ) Debit Side will show :— 

Income or Profit credited to business Profit and Loss Account 
before arriving at the above Net Profit (and therefore included in 
the latter), but which income ought not to have been so credited 
for income-tax purposes, inasmuch as such income or profit wa 
not earned in the ordinary course of regular business, or was o' 
a capital or casual nature. 


Illustration I. —laking the same Profit and Loss Account as given 
above, the assessable profit by this method would be ariived at as follows 

Dr. Profit and 1 


Dividends (taken separate¬ 
ly) . 

Profit on the sale of invest¬ 
ments 

Balance, being taxable or 
assessable Profit 


Account adjusted for Income-Tax . 

Cr. 

Rs. 

Net Profit, as pei business 

Rs. 

457 

Profit and Loss Account 

321 


Partners' Salaries 

1,000 

2,389 

Gifts . 

20 

Charities 

100 

2,615 

Interest on Capital 

721 

Loss by fire (irrecoverable). 
Replacement of machinery 

500 


parts 

2,600 


Income-tax.. 

Loss on the sale of Invest¬ 

100 


ments 

84 


Concert Tickets 

15 

5,461 

Rs. 

5,461 


Note .-—Dividends would be grossed up and taken separately under 
-the heading " Other Sources.” 
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/ 

* / Illustration II—X. Y. owns a business, the net profit whereof amoun¬ 
ted to Rs. 12,000 as shown in the following Profit and Loss Account;— 

Dr. Profit and Loss Account in the Ledger. Cr. 


Rs. 


To 

Rent .. 

600 

M 

Salaries and Wages .. 

1,260 

»} 

General Business Ex¬ 



penses 

338 

It 

Advertising .. 

100 

/ 

M 

Income-Tax .. 

75 

Loss on Sale of Invest¬ 


v 

ments 

100 


Reserve for Doubtful 



Debts 

300 

*>. 

Bad Debts written off 

327 

V 9 * 

Proprietor's Salary .. 

1,200 

, 

Charities and Presents 

150 


Interest on Capital .. 

200 

Balance, being N et Pro¬ 
fit transferred to Capi¬ 



tal Account .. 

12,000 


Rs. 

16,650 



Rs. 

By Gross Profit as per Tra- 

ding (Goods) Account 

16,007 

„ Discounts and allow- 

ances. 

171 

„ Rent from sub-letting 

240 

,, Interest on Bank Ac- 

count. 

32 

Interest from Tax Free 

Securities 

y 

200 

Rs. 

16,650 


If X. Y. has no other income, his assessable income would amount to 
Rs. 13,125 as shown below :— 



Rs. 

Rs. 

Net Profit, as per Profit and Loss Account 

Add —Expenses and losses not admissible 
as deduction from Gross Profit:— 


12,000 

Income-tax. 

Loss on the sale of Investments (cap¬ 

75 


ital nature) .. . 

100 


Reserve for doubtful debts ,. 

300 


Proprietor s Salary , # 

1,200 


Charities and Presents 

150 


Interest on Capital. 

200 

2,025 

Total Income 

Less ;—Interest from Tax Free Securities on 
which Income-tax is not to be 

Rs. 

14,025 

paid. 


200 


Taxable Income Rs. 13,825 
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(B) Limited Companies 

Illustration :—The published Profit and Loss Account of the Nicholsoui 
Manufacturing Company, Limited, is given below. The Income-Tax. 
Officer will allow only Rs. 1,300 by way of depreciation of machinery. The 
company had deducted Income-Tax from the interest paid to the debenture- 
holders and paid up the Tax to Government. Adjust the Profit and Loss. 
Account for the income-tax assessment of the Company. 


Dr. Profit and Loss Account in the Ledger. 

Cr. 


Rs. 


Rs. 

To Salaries and Wages. . 

2,350 

By Gross Profit as per Tra¬ 


<( Pension (lump sum) to 


ding Account. 

35,218 

^ the late Secretary (Ca¬ 


„ Profit on the re-issue of 


pital) .. 

500 

forfeited shares 

285 

/„ Business Expenses .. 

7,237 

„ Discounts earned 

578 

,, Preliminary Expenses 


,> Dividends (taxed at 


/balance written off).. 

3,231 

source) 

1,025 

/Discount and allow- 


„ Premium on issue of 


,ances .. 

1,009 

shares 

2,000 

/ Interest on Debentures 

3,500 

,, Transfer Fees 

190 

„ Auditor’s Fees 

600 

„ Sundry Receipts 

25 

„ Director's Fees 

225 



„ Fire Insurance Premium 

329 

/ 


,, Loss on the sale of In¬ 


/ 


vestments (Capital) .. 

725 



„ Rad Debts (written off) 

891 



„ Depreciation of Machi¬ 




nery written off 

1,950 



„ Income-Tax 

821 

/ 


„ Subscriptions to Con¬ 


/ 


certs . . 

1,000 

/ 


„ Reserve for Bad Debts 


/ 

/ 


etc. 

322 

/ 

/ 


„ Net Profits 

14,631 

/ 


Rs. 

39,321 

Rs. 

39,321“ 

(a) By starting with Gross Profit 

:— 


Dr. Profit and Loss 

Account adjusted for Income-tax. 

Cr. 


Rs. 


Rs. 

Salaries and Wages 

2,350 

Gross Profit .. .. J 

35,218 

Business Expenses 

7,237 

Discounts earned 

578 

Discounts and allowances 

1,009 

Transfer Fees 

190 

Interest on Debentures... 

3,500 

Sundry Receipts .. 

25 

Directors’ & Auditors’ Fees 

825 



Fire Insurance Premium 

329 



Bad Debts (written off).. 

891 



Depreciation of Machinery 


s'' 


(admissible) .. 

1,300 

s' 


Balance, being Assessable 

■ 



or Taxable Profit .. 

18,570 



Rs. 

36,011 

Rs. 

36,011 



<n 


(b) By Staging with Net Profit:— 

Dr. Profit and Loss Account adjusted for Income-Tax. Or, 



Rs. 


Rs. 

Profit on the re-issue of 


Net Profit, as per Profit 


forfeited shares 

215 

and Loss Account 

14,631 

Dividends (taxed at source) 

1,025 

Pension to late Secretary 


Premium on issue of Shares 

2,000 

(Capital) 

500 

Balance, being Taxable 


Preliminary Expenses (Ca¬ 


Profit (see above) 

18,570 

pital nature) .. 

3,231 

y 


Loss on the sale of Invest¬ 


/ 


ments (capital) 

725 

s' 


Excess Depreciation of 


S 


Machinery not admis¬ 


y 


sible 

650 

s' 


Income-Tax 

821 



Subscriptions to Concerts 

1,000 



Reserve for Bad Debts, etc. 

322 

Rs. 21,880 

Rs. 

21,880 


Note :—Dividends will be shown in the Return of Income under “Other 
Sources.** 

§10. Allocation of Tax in Partnership Accounts. 

The correct appointment of the taxable income of a Finn amongst 
its partners prevents an improper allocation of the burden of theTax amongst 
them. The Firm's Total Income as ascertained by the Income-Tax Officer 
should not be distributed amongst the partners in the proportion in which 
they share profits and losses, because certain items like Interests on Capital, 
Partners' Salaries, etc., which are mere appropriations of profits and which 
are included in the said Total Income, are not being shared by the partners 
in the said proportions, in as much as such items have no direct relation 
to the Total Income, but they depend more or less on the Capital of indi¬ 
vidual partners invested in the Firm's business and also on special technical 
qualifications of certain partners. It is, therefore, necessary to make certain 
adjustments to see that each partner bears his own correct portion of the tax. 

For this purpose, Interest on Capital, partners' salaries, etc*, would be 
deducted temporarily from the Total Income. The balance will be the 
Firm's Divisible income, which should be apportioned among the various 
partners in the proportion in which they share profits and losses. To each 
partners share so arrived at would be added his corresponding interest on 
Capital, Partner's salaries, etc. Now, the total sum of the individual income 
of the partners so ascertained would be exactly equal to the Total Income 
of the Firm. 

Illustration I :—-L. Sethna, K. Mody and B. Sanjana, whose business 
Profit and Loss Account of the year ending 31-3-1944 has been given below. 
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are trading in Partnership, under the style of L. K. B. &Co„ Booksellers an<f 
Commission Agents, sharing profits and losses equally. They have put 
in capital at Rs. 1,20,000, Rs. 70,000 and Rs. 20,000, respectively, upon 
which interest is to be credited at 5% per annum. They have also agreed 
to receive management salaries at Rs. 9,000, Rs. 6,000 and Rs. 3,000, respec¬ 
tively. The firm has not been registered. 

Dr. Profit afd Loss Account of the year ending 31-3-1944. Cr. 

Rs. 

To Trade Expenses .. 28,207 
„ Interest on Capital:— 

Sethna .. 6,000 

Mody .. 3,500 

Sanjana .. 1,000 10,500 


„ Partners Salaries— 

Sethna .. 9,000 

Mody .. 6,000 

Sanjana .. 3,000 18,000 

„ Charities ..- 367 

„ Balance being Net 
Profit, transferred to 
Capital Accounts .. 1,38,664 

Rs. 1,95,738 


Dr. Profit and Loss Account adjusted for Income-tax . Cr, 

Rs. Rs. 

Speculation Profit 521 Net Profit (as above) ..1,38,664 

Balance, being Firm’s Interest on Capital .. 10,500 

Taxable Income ..1,67,010 Partners' Salaries .. 18,000 

Charities .. 367 

Rs. 1,67,531 Rs. .. \fil, 531~ 


By Gross Profit as per 

Trading Account .. 1,95,217 

,, Profit on Speculative 

transactions .. .. 521 



Rs. 1,95,738 


The firm's Total taxable income of Rs. 1,67,010 is not divisible amongst 
the partners equally, because it contains interest on capital and partners, 
salaries, which are not shared equally, but in some different proportions, 
(<?.£.,) in proportion to their capital, etc.). It is, therefore, necessary for the 
time being to take away from the Total income the partners' salaries and 
interest on capital, in order to arrive at the “ Divisible'* income, which may 


be apportioned amongst the partners in the proportions in which 

they share 

profits and losses. 

Rs. 

Rs. 

Firm's Total income 

Less Interest on Capital.. 

.. 10,500 

1,67,010 

,, Partners' Salaries 

.. 18,000 

28,500 

Firm's Divisible Income.. 

Rs. 

1,38,510 
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Statement allocating the Firm's Total Income amongst the Partners. 


Particulars. 

Total 

Seth'na 

Mody 

Sanjana 


Rs. 

Rs. 

Rs. 

Rs. 

Divisible Income (as above) shared 




equally. 

1,38,510 

46,170 

46,170 

46,170 

Add Partners’ Salaries .. 

18,000 

9,000 

6,000 

3,000 

Interest on Capital 

10,500 

6,000 

3,500 

1,000 

Taxable Income (as above) 

1,67,010 

61,170 

55,670 

50,170 


The above statement shows the correct allocation of the Total income 
of the firm. When the firm's tax is paid on the Total income of Rs. 1,67,010, 
it should be divided in proportion to each partner’s taxable income %pm the 
firm as above ( viz., 61: 56: 50) and charged to their respective personal 
accounts and not to the Profit and Loss Account of the Firm. 


If the Total income had been divided equally amongst the partners, 
the burden of the tax would have been very unjustly allocated, as illus¬ 
trated below :— 




Correct 

If Divided 

Over¬ 

Under- 


Partner. 

allocation. 

equally. 

taxed. 

taxed. 



Rs. 

Rs. 

Rs. 

Rs. 

Sethna 

.. .. 

61,170 

55,670 

. . 

5,500 

Mody 

.. 

55,670 

55,670 

. . 

.. 

Sanjana 

.. ». 

50,170 

55,670 

5,500 

.. 



1,67,010 

1,67,010 

5,500 

57500 


Note:—If the partners are receiving management salaries and interest 
on capitals in the same proportions in which they share profits and losses 
(which is not usual) and not in different proportions as in the above illustra¬ 
tion, the Total income of Rs, 1,67,010 would also be the Divisible income, 
and e&ch of them would then bear the tax on Rs. 55,670, and there would 
be no need of preparing the above statement of allocations. 

Illustration Hr —The firm of Messrs. Cox & Co., Cotton Brokers, con¬ 
sists of 3 partners A.B. & C. The partners share Profits and Losses in equal 
proportions . The firm of Cox & Co., is registered for the year 1944/45. 

The Total assessable income of the firm of Cox & Co., is computed at 
Rs. 30,000. The partners have also got Profits and incurred Losses for 
the year ended 31-3-1944, as under:— 

(a) A suffered loss in a Cotton Business of Rs. 5,000 which is ad¬ 
missible. He is also a sharer of half profit in another registered 
firm of M. & Co., whose income is settled for the year 1944/45 at 
Rs. 9,000. He has also got property income of Rs. 2,000. 
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ii) B has got gross Dividend Income for the year ended 31$t March 
1944 (taxed at source) Rs. 2,000. Interest from Tax Free Secu¬ 
rities Rs. 1,000. B. occupies property at Warden Road which 
belongs to him and the Annual value of which is Rs, 8,000. 

s (c) C has sustained his share of loss in another registered firm, of 
F. &Co., ofRs. 6,000. He gets ground rent of Rs. 1,200 per 
annum and pays Life Insurance Premium Rs. 4,000 annually. 
Find out the assessable income of A, B & C for the year 1944-45. 

Statement of A*s income . 


Rs. 

\(a) l/3rd Share of profit from the registered firm of 

Messrs. Cox & Co. 10,000 

1/2 share of Profits from the registered firm of 

Messrs. M. & Co .. .. .. 4.500 

rT 14,500 

Less Loss in Cotton Business. .. 5,000 

Income from Business 9,500 

Income from Property. 2,000 

Total and Taxable income .. .. •. .. Rs. 11,500 


Statement of B’s Income . 

*(&) 1 /3rd share of income from the registered firm of 

Messrs. Cox & Co. .Rs. 10,000 

Income from dividend (gross) .. .. .. 2,000 

Interest on Tax Free Securities .. 1,000 

Rs. 13,000 


Add income from property self occupied (1/10 of 
12/11 of Rs. 13,000—1/6 for repairs) or 1/11th of 
Rs. 13,000 . 1,182 


Total Income 

Less Interest on tax free Securities 1,000 
„ Dividend income 2,000 .. 


Rs. 14,182 
3,000 


Taxable Income 


.. Rs. 11,182 
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Statement of C*$ Income . 

{c) l/3rd Share of income from the registered firm of 

Messrs. Cox & Co. .. * * . 10,000 

Less 1/2 share of loss in the registered firm of Messrs. 

& Co. . 6,000 

Income from business .. 4,000 

Other sources —Ground rent . 1,200 

Total income.Rs. 5,200 

Less 1/6 for Life Assurance premia (actual Rs. 4,000) 866 

Taxable income .. .. Rs. 4,334 

§ 11. Treatment of Income-tax in Joint Stock Companies. 

When a company declares dividend on its shares free of income-tax, 
the whole of the income-tax assessment on the company's profits is borne 
by the company. If the tax is, however, deducted by the company before 
the payment of such dividend (usually on Preference Shares) to the share¬ 
holders, the difference between the full amount of tax shown by company's 
assessment and the amount of tax so recovered from the shareholders, will 
alone have to be borne by the company, and, therefore, charged to its 
Profit & Loss Appropriation Account. 

Illustration: —The Vardachari Spinning and Weaving Mills Company, 
Limited, had a paid-up capital of Rs. 11,00,000, divided into equal number 
of Ordinary and Preference Shares of Rs. 100 each. The company, whose 
assessable profits for the year 1943 were Rs. 86,900, had declared an annual 
dividend of 6 per cent, on Preference Shares, mz., Rs. 33,000, and 5 per cent, 
on Ordinary Shares, viz. , Rs. 27,500. Write up the Income-Tax Account 
in the Company's Ledger. 

(a) Where Dividends are paid “free of Income-tax" 

As the shareholders are given the dividends free of tax., they will not 
pay any tax on such income so received by them. The company will, how¬ 
ever, bear the tax on the whole amount of profits of Rs. 86,900. Let us 
presume that such tax amounts to Rs. 25,000. The whole amount of the 
tax of Rs. 25,000 will, therefore, be debited to the company's Profit & Loss 
Appropriation Account. 

( b ) Where Dividends are paid “ less Income-tax “ 

Presuming that the company deducts the tax before paying the divi¬ 
dends, the amount borne by the company Would be the tax on the profit 
6 
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of Rs. 26,400 not distributed amongst the shareholders, as shown below. 
For the sake of simplicity, we presume that a tax of four annas in the rupee 
is deducted from the dividends as the maximum rate of tax. 


Dr. Income-tax 

To Income-tax Office, being 
the income-tax assess¬ 
ment at 4 annas in the 
rupee on Rs. 86,900 .. 21,725 



Account . Cr. 

By Preference Share Divi¬ 
dend Account, being 
the tax of four annas 
in the rupee on 

Rs. 33,000 .. .. 8,250 

„ Ordinary Share Divi¬ 
dend Account, etc., on 
Rs. 27,500 .. .. 6,875 

„ Profit and Loss Appro¬ 
priation Account, etc., 
on Rs. 26,400 .. .. 6,600 


Rs. 21,725 


§ 12. Computation of Professional Income. 

Illustration .—A. B. Malhotra, Practising Accountant, has prepared 
his Income and Expenditure Account for the year ending 31st March, 1944, 
as shown below. Prepare an adjusted account to show his assessable income 
for income-tax assessment. He is also a part-time lecturer at a Government 
College and an examiner to the University, and also owns private Accoun¬ 
tancy Classes. 


Income and Expenditure Account for the year ending 31st March , 1944. 


Dr. 



Cr. 


Rs. 


Rs. 

To Office Expenses (ad- 


By Audit Fees 

9,400 

missible) 

2,735 

„ Income from Legal Ac- 


,, Class Expenses (Do.) .. 

837 

countancy Jobs 

3,806 

,, Personal Expenses 

6,205 

,, Dividends (taxed at 


>, Income-tax 

283 

source) 

348 

„ Subscriptions to War 


,, Private Class Fees .. 

2,700 

Fund and Concerts 

500 

,, College Salary (not 


„ Life Insurance Premium 

750 

taxed) 

1,200 

„ Compulsory Subscription 


„ Honorarium as Exami¬ 


to various Accountant’s 


ner (not taxed).. 

1,500 

Societies 

85. 

„ Bank Interest .. 

124 

„ Subscriptions and Dona¬ 


„ Profit on the sale of 


tions to Accountants’ 


Investments (capital).. 

150 

Benevolent Fund 

100 

„ Rent from sub-tenant.. 

600 

»» Balance, being Net In¬ 


„ Presents from students.. 

1,000 

come . 

9,333 



Rs.^ 

20,828 

Rs. 

20.82& 
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Dr. (a) Income and Expenditure 

Rs. 

Dividends (taxed at source) 348 

Profit on the Sale of In¬ 
vestments (capital) .. 150 

Presents from students .. 1,000 

Taxable income .. .. 15,673 



:ount adjusted for Income-tax, 

Cr. 

Net Income (as above) .. 

Rs- 

9,33a 

Personal Expenses 

6,205 

Income-Tax 

283 

Subscriptions to War Fund 

and concerts ,. 

500 

Subscriptions and Dona¬ 
tions to Accountants’ 

Benevolent Fund 

100 

Life Insurance Premium 

(treated separately) 

750 

Rs. 

17,171 


Note. —Dividends will be shown 

in the Return of Income under “ 

Other 

Sources.” 




Dr. (b) Income and Expenditure Account adjusted for Income-tax. 

Cr. 


Rs. 


Rs. 

Office expenses 

2,735 

Gross Income 


Class expenses 

837 

Audit Fees 

9,400 

Compulsory subscriptions 


Income from Legal Ac- 


to various Accountants’ 


countancy jobs 

3,806 

Societies 

85 

Private Class Fees 

2,700 

Taxable Income .. 

15,673 

College Salary .. 

1,200 



Honorarium as Examiner 

1,500 

^ _—* " 


Bank Interest 

124 

— ' 


Rent from sub-tenant .. 

600 

Rs. 

19,330 

Rs^ 

19,330 


In order to fix the rate of tax, Malhotra's income from other sources 
already taxed must also be aggregated as follows:— 

(a) Income already taxed:— 

Gross Dividends from Investments (Rs. 348 plus Tax 


of about 102) ., .. ^ 4 .. # , 450 

(b) Income not taxed (as above) . 15,673 


Total income .. Rs. 16,123 

(e) Net Taxable Income - 

Income as per (b) above 15,673 

Less Insurance Premium paid Rs. 750 Rs. 14,923 


Malhotra will pay Income-Tax on Rs. 14,923 at the rate applicable 
to his Total Income of Rs. 16,123. He will also get refund on his dividend 
income (taxed at source), which will be set off against the tax payable by 
him, and the net tax would be demanded from him. 



CHAPTER VIII 

INSURANCE COMPANIES 


The Provisions regarding Insurance Business have not been embodied 
in the main Income-Tax Act, but certain Rules have been framed under 
% 10 (7) of the Act for the computation of its income as per a separate schedule. 

f 

U. Life Insurance Business. 

(a) Assessment based on the Gross External Incomings.— Assessment 
will be made on the basis of the excess of the gross external incomings of 
the “ preceding ” year over the management expenses of that year, the 
latter not exceeding 1\% of the premiums received on account of “ Single 
Premium ” policies; plus (it) in respect of the First year's premiums 
received on account of other policies, for which the number of annual premiums 
payable is less than twelve , or for which the number of years during which 
premiums are payable is less than twelve , for each such premium or each such 
year, 71% of such First year’s premiums; plus (Hi) 90% of the first year’s 
premiums received during the preceding year in respect of all other life in¬ 
surance policies, plus 12% of all Renewal premiums received during the 
preceding year. 

(b) Assessment based on the Actuarial Valuation Surplus.— Assessment 
will be made on the basis of the annual average of the surplus arrived at by 
adjusting the surplus or deficit disclosed by the actuarial valuation made for 
the last inter-valuation period ending before the assessment year, so as to 
exclude therefrom any surplus or deficit included therein which was made 
in any earlier inter-valuation period and also any expenditure not admissible 
under Section 10 of the Income-Tax Act. 

The Income-Tax Officer will have the discretion to adopt any of the 
two methods explained above, as is beneficial to Government Revenue. But, 
in computing the surplus as per the second method, (i) one-half ol the amoimts 
paid to, or set aside for, the policy holders will be deducted. If the amount 
so set aside is not subsequently paid to the policy-holders but which had been 
allowed as a deduction in the past, the same will be treated as part of the 
" Surplus ” for the period in which the said amount ceased to be so reserved ; 
(it) any amount written off as, or reserved for, depreciation of or loss on the 
-Sale of securities or other assets will be allowed as a deduction. Similarly, 
any amount taken credit for on account of appreciation or gains on the rea¬ 
lisation of the securities or other assets will be included in the surplus; (Hi) 
interest received on Tax Free Securities will not be allowed as a deduction, 
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but the whole of such interest received during the inter-valuation period 
will be exempt from Income-Tax under Section 8 of the Act, though not for 
Super tax; and (iv) credit should be given for the annual average of the 
Income-Tax paid at source from the interest on securities during the period 
of valuation. 

(c) (i) “ Preceding year ” means the year for which annual accounts 
are to be prepared under the Insurance Act of 1938 immediately preceding 
the assessment year; (ii) “ Gross External Incomings ” means gross income 
from interest, dividends, fines, fees, property rents, income from property 
occupied by the assessee, profits from reversions, profits on the sale or the grant¬ 
ing of annuities etc.; but excluding premiums received from policyholders, 
interest and dividends on any annuity fund and profits on the realisation 
©f securities or other assets. The income from property occupied by the 
assessee is the annual value thereof less deductions admissible as per 
Section 9 of the Income Tax Act; (in) ** Management Expenses ” means 
all the expenses (including commissions) incurred exclusively in the manage¬ 
ment of the Life Insurance Business, or a fair proportion of such expenses 
if some other class of business is also being done by the same assessee ; but 
excluding bonus to policyholders, depreciation or loss on the realisation 
of securities or other assets and all other expenses inadmissible under Sec¬ 
tion 10 of the Income Tax Act; (iv) Securities include stocks and shares. 

(d) Rates of Tax .—Special rates have been provided for the income 
of Life Insurance business, viz., total tax of 63 pies in the rupee for and from 
the assessment year 1943/44. 

Illustrations 

(«) Gross External Earnings method* 

The X. Y. Z. Life Insurance Co. Ltd. 

Statement “ A(l)'\ 

Statement of Income for the Assessment Year 1944/45 on 
Gross External Incomings less Management Expenses. 

Rs. 

Gross External Incomings (Rule V (ii) of the Sche¬ 
dule) :— 

Interest (Gross) in 1943 as per Revenue Account.... 

Deduct: 

Interest on the Annuity Fund , „ .. 228 

Net Rents Received (dealt with separately) 3,023 


the basis ©f 
Rs. 

1,28,326 

3,251 


Cfd, 1,25,07S 
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Bfd. 1,25,075 

Add: Income from Property 

Gross Rents received, including rents for 
portions occupied by the Company 4,238 

Less: Rents of Offices belonging to and 

occupied by the Company Rs. 1,229 3,009 

Less: 1/6 for Repairs .. .. Rs. 501 

Fire Insurance Premium Rs. 97 

3009X136 

4238 

Ground Rents Rs. 

Deduct 

Loss on the granting of Annuities 

1,27,393 

Add Registration & other Fees .... 27 


Deduct Management Expenses :— 

7J% on Single Premiums . 

7|% for each year on 1st year's premiums 
on policies of less than 12 years payments 
90% of other 1st year's premiums 
12% of Reneival Premiums 

Total Income 


Note :— Management Expenses as per accounts of 1943were Rs. 75,240. 

The Company will have to pay Income-Tax at 54 pies and Super 
Tax at 9 pies in the rupee on the income of Rs. 66,171 as this 
method is beneficial to Government. The rates may be changed 
in the future Finance Act. 


1,27,420 


127 

1,974 

29,860 

29,288 61,249 

Rs. (56,171 


60 658 2,351 

1,27,426 

33 


(b) Average annual surplus method. 

The X. Y. Z. Life Insurance Co., Ltd . 
Statement “ A (2) 


Statement of Income on the basis of Average Annual Surplus Rule 
of the Schedule. 

Rs. 


S (») 

Rs. 


Surplus as per Valuation Report for the Tricmnum 

ended 31st December, 1943 . 1,61,506 


Deduct 


Half the amount paid or reserved for Policy¬ 
holders (i of Rs. 1,45,190) . 72,595 

Half of Interim bonus of Rs. 7,315 .. .. 3,659 

Interest on Tax-free Securities (Rule 3(c) of 

the Schedule). 49,837 1,26,091 

Cfd. Rs. 35,415 
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Bfd. Rs. 35,415 

Add 

Income- tax and Super-tax paid ,. .. 16,246 

Income-tax deducted at source .. ., 13,878 

Depreciation on Furniture, Machinery etc. . . 2,650 32,774 

68,189 

.Deduct 

Refund of Income-tax and Super-tax .. 1,556 

66,633 

Deduct 

Depreciation (admissible) .. ., .. 2,653 

Rs. 63,980 

- W — 

One-third ol the above being average profit per annum R s. 21,327 

Note :—The income as per this method is less than the one shown 
in the former method. Hence, the assessment would be made on the basis 
of “ Gross External Incomings.” 

§2. Other classes of Insurance Business. 

The profits of any insurance business other than Life Insurance {e,g. 9 
Fire, Marine, Motor Car, Accident, etc.), is the balance of the profit dis¬ 
closed by the annual accounts of that business, which are to be furnished to 
the Superintendent of Insurance, after excluding therefrom any expenditure 
not admissible under § 10 of the Income-Tax Act. Amounts written 
off or set aside for depreciation or loss on the realisation of investments 
will be allowed as a deduction; while appreciation or profit on the sale 
of investments taken credit for will be included in the profits. 

§3. Dividing Societies Business. 

The profits ol companies carrying on dividing society business will be 
assessed on the basis of 15% of the premium income of the “previous” 
year. In the case of such Non-Resident companies, this percentage will 
be taken on the British Indian premium income only. 

§4. Non-Resident Companies. 

The income of the British Indian Branches of a Non-Resident Company, 
in the absence of more reliable data, will be taken as the proportion of the 
Total World Income of the Company, corresponding to the proportion 
which its British Indian premium income bears to its Total premium income. 
The Total World income of Non-Resident LAfc Insurance Companies, whose 
profits are periodically ascertained by actuarial valuation, will be ascer- 
tamed in the same way as indicated in § 1 ( b) above. 

§5. Mutual Insurance Association. 

The above Rules also apply to the assessment of the profits of any busi¬ 
ness of insurance carried on by a Mutual Insurance Association. 



CHAPTER IX 

MISCELLANEOUS 


§ 1. Income from ‘‘Other sourc es” 

Income, profits and gains of every kind, which is chargeable under the- 
Income-Tax Act and which is not covered by the foregoing chapters, will be 
assessed under this head, e.g Dividends; Interest on Mortgage, Loan, Fixed * 
Deposit, Current Account etc.; Ground Rent; Hire from letting out plant, 
machinery, furniture, etc.; Royalty from Books ; Directors' Fees; Examiners' 
Fees, Arbitration Fees, Liquidators' remuneration ; Tuition Fees, etc., etc. 
In computing such income, any expenses (not being Capital or personal 
expenditure) incurred solely for the purpose of earning such income, if any, 
can be deducted therefrom except interest or " salaries " paid to a Non¬ 
resident from which tax at the maximum rate has not been deducted. 

Where an assessee lets on hire machineiy, plant or furniture belonging 
to him, he will be entitled to deduct from the hire income, insurance, repairs, 
depreciation and loss on discarding, as explained in clauses (4) to (7) of 
§ 2 of Chapter VII hereof. Further, where an assessee lets on hire machinery, 
plant or furniture belonging to him and also buildings , and the letting of the 
buildings is inseparable from the letting of the said machinery, plant or 
furniture, e.g., a cinema house, he will be allowed to deduct from such hire 
only insurance, repairs and depreciation on such assets. 

§ 2 . Place of assessment. 

In deciding the -jurisdiction of an Income-Tax Officer, the place of busi¬ 
ness of an assessee is always given priority to his place of residence. Hence, 
(a) where an assessee carries on a business or profession at anyplace, he will 
be assessed by the Income-Tax Officer of the area or ward in which that 
place is situated; (b) where the business or profession is, however, carried' 
on in more places than one, the owner thereof will be assessed by the Income- 
Tax Officer of the area where the principal place of such business or profession 
is situated ; (c) in all other cases, the assessee will be assessed by the Income- 
Tax Officer of the area in which he resides. 

Where any dispute arises as to the place of assessment, it will be decided 
by the Commissioner. If the dispute is with regard to a particular province 
in which the assessee or the Income-Tax Officer desires to make an assessment 
and the Commissioners concerned do not come to any agreement, the Central 
Board of Revenue will decide such dispute. In any case, the assessee must 
be given an opportunity of giving his views. But, once an assessee has 
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filed his Return of Income with an Income-Tax Officer and has stated therein 
his principal place of business or profession, he chnnot raise any dispute 
regarding his jurisdiction. If no Return has been filed by an assessee, he cannot 
question such jurisdiction after the time allowed for filling his Return has 
expired. Yet, an Income-Tax Officer has got every power to assess the 
profit or income accruing or arising or received within the ward or area 
for which he has been appointed as the Income-Tax Officer, 

Where, under the powers granted by the Income-Tax Act, a Commissioner 
transfers any assessee's case from one Income-Tax Officer subordinate to 
him to another, or where the Central Board of Revenue similarly transfers 
a case from one Income-Tax Officer to another, the question of the place of 
business or that of the jurisdiction of an Income-Tax Officer cannot arise. 

§ 3. Appearance by authorised Representative. 

Wherever an assessee is required by an Income-Tax authority or the 
Appellate Tribunal to attend before it, he may do so either personally or by 
a representative authorised by him in writing, unless he is required under 
§37 of the Act to attend personally for giving some evidence. Such 
representative may be a relative or an employee of the assessee or a lawyer, 
or an accountant or an Income-Tax practitioner, except a dismissed Govern¬ 
ment servant or a lawyer or an Accountant against whoip disciplinary action 
has been taken for professional misconduct, 

§ 4. Power to take evidence on oath and call for information. 

(a) To lake evidence. - -The Income-Tax Officer, the Appellate Assis¬ 
tant Commissioner, the Commissioner and the Appellate Tribunal may, 
for the purposes of assessment and appellate proceedings (i) enforce the 
attendance of any person and examine him on oath ; (it) compel the produc¬ 
tion of documents; and (Hi) issue commissions for the examination of 
witnesses. 

(b) To call for information —The Income-Tax Officer or Assistant 
Commissioner may, for the purposes ot the Income-Tax Act, (i) require any 
firm or Hindu Undivided family to iurnish him with a list of the names 
and addresses ot the partners of the firm or adult male members of the 
family ; («) to require any trustee, guardian or agent to furnish him with 
a list of the names and addresses of the the persons for whom he is trustee, 
gnardian or agent; and (Hi) to require any assessee to furnish a statement of 
the names and addresses of all persons to whom he has paid in any year 
rent, interest, commission, royalty, brokerage or annuity amounting to more 
than Rs, 400, together with particulars of all such payments. 
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§5. Power to Inspect Company’s Register of Members* 

The Income-Tax Officer or Assistant Commissioner or any person autho¬ 
rised by him in writing, may inspect or take copies of any Register of share¬ 
holders, debentureholders or mortgagees of any Joint Stock Company. 

§6* Rectification of Mistake* 

If any mistake is detected by an assessee which is apparent from the 
assessment, appeal, revision or refund record, and if it is brought to the 
notice of the Commissioner, the Appellate Assistant Commissioner or the 
Appellate Tribunal, it will be rectified at any time within 4 years from the 
date of any order passed by him in appeal or revision. The Income-Tax 
Officer may, at any time within 4 years from the date of any assessment 
or refund order passed by him, rectify a similar mistake. 

Such rectification can be made by the above Income-Tax authorities 
also of their own accord, but if such rectification has the effect of enhancing 
an assessment or reducing a refund, the assessee must be given a reasonable 
opportunity of being heard. Due effect will be given to such rectification 
either by refunding the tax or by recovering supplementary tax, as the 
case may be. 

§7. Income escaping Assessment. 

If, in view of definite information received by an Income-Tax Officer, 
he discovers that some chargeable income has escaped assessment in any 
year or has been under-assessed, or has been assessed at a lower rate, or 
excessive refund has been allowed in that connection, the Income-Tax 
Officer may, in any case in which he has reason to believe that the assessee 
has concealed the particulars oi his income or deliberately furnished wrong 
particulars thereof, at any time within 8 years, and in any other case at any 
time within 4 years, of the end of that year, assess or re-assess such income, 
after issuing notices under Section 22, like an ordinary assessment. The 
rate of tax applicable to such supplementary assessment will be the rate of 
the year in which the income had escaped assessment etc. " One year" 
should be substituted for 8 and 4 years, where the supplementary assess¬ 
ment is made on a Non-Resident through his agent under Section 43 or 
where the income escaped etc., pertains to the assessment year 1938-39 or 
therebeforc. Further, this section will not apply to a re-assessment made 
in pursuance of an appeal order passed by the Appellate Assistant Com¬ 
missioner or the Appellate Tribunal or the High Court. 

(Also vide High Court cases in chapter XIII). 

Unless fresh evidence is discovered, which was not before the Income 
Tax Officer at the time of original assessment, the Income Tax-Officer cannot 



re-open an old assessment. Mere difference of opinion or interpretation of 
the law will not amount to “ definite information.'* 

§8. Penally for concealment of income or for improper 
distribution of profits. 

(а) For concealment of income.— During the course of any proceedings 
under the Income-Tax Act, if the Income-Tax Officer, the Appellate Assis¬ 
tant Commissioner or the Appellate Tribunal, is satisfied that (i) any person 
has, without reasonable cause, failed to furnish the Return of his Total 
income under Section 22 (1) or Section 22 (2) or Section 34 within the pre¬ 
scribed time, such person will be liable to pay a penalty not exceeding -150% 
of the tax levied ; or (ii) any person has, without reasonable cause, failed to 
produce the evidence, accounts, documents, etc., called for under Section 22 
(4) or section 23 (2) of the Act, such person will be liable to pay a penalty 
not exceeding, 150% of the Income Tax and Super Tax which would have been 
avoided had the income declared in the Return been accepted and assessed ; 
or (hi) any person ha concealed the particulars of his income or deliberately 
furnished wrong particulars of such income, such person would be liable 
to penalty to the same extent as in (ii) herebefore. 

Exceptions. ~-(i) No penalty can be levied for failure to furnish the 
Return of his own accord by an assessee under Section 22 (1) of the Act 
where his Total income is less than Rs. 3,500; (ii) Where an assessee has 
failed to produce the evidence, accounts or documents called for under 
Section 22 (4) and proves that he has no taxable income, the penalty should 
not exceed Rs. 25 ; (lii) No penalty can be imposed on the agent of a Non- 
Resident for failure to furnish the Return of the Non-resident's income 
of his own accord under Section 22 (1) of the Act; (iv) Where such penalty 
has been imposed on a Registered Firm or an Unregistered Firm treated 
under Section 23 (5) (b) as a Registered Firm, the amount of tax will be 
taken (for measuring penalty) to be an amount equal to the tax recoverable 
from an unregistered firm. 

(б) For improper distribution of Partnership profits.—During the course 
of any proceedings under the Income-Tax Act, if the Income-Tax Officer, 
the Appellate Assistant Commissioner or the Appellate Tribunal, is satis¬ 
fied that the profits of a Registered Firm have not been distributed among 
the partners in proportion to their respective shares as shown in the Partner¬ 
ship agreement registered with the Income-Tax Officer and thereby any 
partner has declared his share below its real amount in his own Return of 
Income, such partner will have to pay by way of penalty a sum not exceeding 
150% of the Income-Tax and Super Tax which has been avoided or would 
have been avoided had the income declared in his Return been accepted 
and assessed and the other partners cannot claim any refund by reason of 
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tlie imposition of such penalty. The partner concerned must, however, 
be given reasonable opportunity of being heard before the imposition of such- 
penalty* Before imposing penalty under (a) and (b) above, previous ap¬ 
proval of the Inspecting Assistant Commissioner should be taken, 

(c) No prosecution .—Where penalty has been imposed for the offences 
stated in (a) and (6) above, no prosecution can be instituted against thc- 
assessee for the same offence or offences. 

(Also viie High Court decisions under Chapter XIII). 

§9. Other Offences and Penalties. 

(a) If a person fails, without reasonable cause or excuse, to do the 
following acts, he will, on conviction before a Magistrate, be punishable 
with fine, which may extend to Rs. 10 for every day during which the default 
continues, viz „ (i) to deduct the Tax at source from “ salaries ” [or “ Interest 
on Securities ” and to pay the same to Government; (ii) To give a certi- 
Cate for deduction of tax at source to the recipient of Interest on Security 
and Dividends; (Hi) To furnish within the prescribed time the Returns 
mentioned in Sections 19 A (Dividends exceeding Rs. 5,000), 20 A (Interest 
exceeding Rs. 400, etc.), 21 (Particulars re. employees getting Rs. 1,600 
or more), 22 (2) (Return of Total income), or Section 38 (Lists of the part¬ 
ners of a Firm or members of a Hindu Undivided Family). 

(b) If a person makes a wilfully wrong statement in a verification 
mentioned in Sections 19 A or 20 A or 21 or 22, or 26 A (2) or 30 (3), or 
32 (2), on conviction before a magistrate, he will be punishable with simple 
imprisonment which may extend to six months or with fine which may 
extend to Rs. 1,000, or with both. 

(c) Proceedings should not be instituted against an assessee under 
(a) and (b) except with the permission of the Inspecting Assistant Com¬ 
missioner. 

(d) The Inspecting Assistant Commissioner may compound any suck 
offence at any stage of the proceedings. 

§10. Temporary residents about to leave British India. 

When it appears to the Income Tax Officer that any person may leave 
British India during the current financial year or shortly thereafter and 
that he has no present intention of returning, the Officer may assess such 
person on his total income of the period from the expiry of the last “ previous ” 
(accounting) year upto the probable date of his departure from British 
India, or if he has not been at all assessed then on his Total income of the 
period from the date of his arrival to the probable date of his departure, 
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but subject to rile provisions of Section 34 of the Act. The assessment will 
be made on the income of each completed " previous ” year included in 
the said period, but at the rate applicable to the corresponding assessment 
year. As regards the last broken year upto the probable date of departure, 
the income may have to be estimated and the rate applicable will be that 
prevailing in the current financial year. The usual notice under Section 
22 (2) of the Act will be issued requiring the assessee to file his Return within 
such time (an early date will be fixed) not being less than 7 days and the 
assessment would be completed as above. He must pay the tax before 
departure. If necessary, his bank balances may be frozen and his personal 
assets may be attached. 

Illustration ,—A. B., a Foreigner, came to Bombay in July, 1942 and 
began exporting goods to his father in Egypt. Thinking that no profit 
accrued in British India as the goods were sold in Egypt, he did no! make 
a Return of the income on such exports. He had no other income. His 
father met his Hotel and pocket expenses at Bombay. The Income Tax 
Officer came to know from the Police Department that A. B. was to be 
shortly sent away to Egypt for some political reasons. He was keeping 
accounts of the exports as well as remittances from his father to buy some 
goods, foi which he had opened a Bank Account, according to Calendar 
year. His probable date of departure was 31st May 1944. His assessment 
would cover 2 previous years and a broken period of 5 months of 1944, viz., 
(f) From July to 31st December, 1942, (it) The whole of 1943 and (Hi) First 
5 months of 1944. The income of the first period would be chargeable at the 
rates applicable to the assessment year 1943-44, that of the second period at 
the rates of 1944-45 and that of the third period also at the rates of 1944-45. 

§11. Deceased Person’s assessment. 

The executor or Administrator of a deceased person will have to pay 
such person's tax, but only to the extent to which his Estate is capable of 
paying the same, (a) Where a person dies before the publication of the 
Notice in the Press regarding the filing oi the Return of Total income or 
before the Income-Tax Officer issued a notice on him, such notice will be 
served on the Executor or Administrator, (b) Where a person received 
such notice, but died without furnishing the Return to the * Income-Tax 
Officer or filed an incomplete or incorrect Return, the Income-Tax Officer 
will serve the notice for the production of evidence, accounts, documents, 
etc., on his Executor or Administrator and make the assessment in the usual 
course. 

§12* Income from Occasional Shipping. 

(a) Where a Non-resident carries on business in British India in any 
year as the owner or charterer of a ship and there is no Agent to represent 
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him, his income would he assessed as explained below, (b) Before the 
departure of any such ship from any port in British India, the Master of the 
ship will furnish to the Income-Tax Officer a Return of the fuU amount 
payable to the Non-resident on account of the carriage of passengers, live¬ 
stock, goods etc,, at that port since the last arrival of the ship thereat. ( c ) 
On receipt of the Return, the Income-Tax Officer may call for any accounts 
or documents in support of the Return and ascertain the amount payable 
to the Non-resident. One-twentieth of such amount will be deemed to be 
the Non-resident’s income. The tax thereon will be calculated at the maxi¬ 
mum rate applicable to companies and the same will be payable by the Mas¬ 
ter of the Ship. The Customs Collector will not issue the port-clearance 
certificate until he is satisfied that the Income-Tax is so paid up. (d) If 
the Non-resident can later on prepare complete accounts of such voyage 
and he finds that his net income thereof is less than the amount assessed by 
the Income-Tax Officei, he can claim refund of the excess tax paid by sub¬ 
mitting the Return of his Total income to tire Income-Tax Officer in the 
following year. 

§13. Computation of “Total” Income for purposes of Rate 
and for Super Tax:— 

(a) In computing the “Total” income of any assessee for the pur¬ 
poses of ascertaining the rate of Income-Tax applicable to him and also 
the Super Tax payable by him, (i) no deduction should be made therefrom 
for Life Insurance Premium or Deferred Annuity Premium, or contribution 
to Provident Fund or Interest on Tax Free Securities, or share of income 
in an unregistered firm and in an association of persons , (n) income arising 
to the settlor under a settlement or disposition, whether revocable or not, 
from assets remaining as his own property will be included in his total income ; 
(in) income arising to any person from assets transferred under a revocable 
trust not exceeding six years should be included in the Total income of the 
transferoi ; (iv) the dividend income to be included in the Total Income 
should be increased by the income-tax deducted therefrom by the Company, 
if any, otherwise by the Income-Tax paid by the Company on its profits. 

(b) In computing the “ Total ” income of any Individual for the 
above said purposes, the following income should be included therein , viz< t 
(1) so much of the income of a wife or minor child of such individual as arises 
directly or indirectly (i) from the membership of the wife in a firm of which 
her husband is a partner, or (ti) from the admission of the minor child to 
the benefits of partnership in a firm of which such individual (the father) 
is a partner, or (Hi) from assets transferred directly or indirectly to the 
wife by the husband (otherwise than for adequate consideration) or in connec¬ 
tion with an agreement to live apart, or (iv) from assets transferred (other* 
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wise than for adequate consideration) directly or indirectly to the minor 
child (not being a married daughter) by such individual (the father); and 
(2) so much of the income of any person or association of persons , as arises 
from assets transferred (otherwise than for adequate consideration) to such 
person or association by such individual (the father) for the benefit of his 
wife and/or minor child. 

(c) The following classes of income would be exempt from Income- 
Tax but should be included in “Total” income for rate purposes and Super- 
Tax :—Sums received by an assessee on account of Salary, Bonus, Commis¬ 
sion, remuneration, etc., for services rendered or in lieu of interest on money 
advanced to a person for the purposes of business or profession , where such 
sums have been paid out of profits or based on such profits but have been 
disallowed by way of expenses to the owner of the business or profession. 
Such sums will also be exempt from Super Tax only if they are paid by a 
person other than a company and have already been assessed to Super Tax 
in the hands of such person. 

(d) The following income would be exempt both from Income-Tax and 
Super Tax, but should be included in the “ Total ” income for rate pur¬ 
poses “ The Profits of a co-operative Society (excluding the income from 
its securities, Property and Other Sources), or the dividends, etc., received 
by its Members out ol such profits. 

§14. Liability of Persons other than assessee. 

(a) Guardians , Trustees and Agents. —( i) Where the guardian or 
trustee of any person being a minor, lunatic or idiot (hereinafter called “bene¬ 
ficiary ” ) is entitled to receive on behalf of such beneficiary any chargeable 
income, the tax will be levied upon and recoverable from such guardian 
or trustee in the same manner as would have been levied upon and recover¬ 
able from any such beneficiary as if of full age or sound mind, (ii) Where 
the Trustee or Agent of a Non-resident is entitled to receive on his behalf 
any chargeable income, the tax thereon can be levied upon and recoverable 
from such trustee or agent in the same manner as would have been levied 
upon and recoverable from the Non-resident if in direct receipt of such 
income. 

(b) Court of Wards , etc .—Where the Court of Wards, the Administra¬ 
tor-General, the Official Trustee, or any other Trustee, Receiver or Manager, 
appointed by a Court, or under a Will or Trust Deed or Wakf Deed, isentitled 
to receive any income on behalf of any person, the tax will be levied upon 
and recoverable from such officers mentioned above in the same manner as 
would have been levied upon and recoverable from the person on whose 
behalf those officers were so appointed. 
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Where the income mentioned in (a) and (b) above is not specifically 
' receivable on behalf of any ascertained person, or where the individual 
shares in such income of the persons on whose behalf they are recoverable 
are indeterminate, unknown or unascertainable, the tax will be calculated at 
the maximum rate. Further, such persons on whose behalf the income is so 
receivable can also be directly assessed. 

(c) Agents oj Non-residents, —All income accruing or arising, whether 
directly or indirectly through or from any business connection in British 
India, or (it) through or from any property in British India, or (Hi) through 
or from any asset or source of income in British India, or (iv) through or from 
any money lent at interest and brought into British India in cash or kind, 
will amount to income accruing or arising within British India and where 
the person entitled to the income is a Non-resident, it will be chargeable to 
Income-Tax either in his own name or in the name of his agent and such agent 
will be deemed to be assessee in respect of such tax. 

§ 15. Temporary Transfer of Assets. 

If an assessee transfers his assets to a Non-resident or to a person not 
ordinarily resident for the purpose of avoiding the tax, the Income-Tax 
- Officer may treat such income as the income of such transferor, c.g., floating 
a dummy company abroad to take over the assets of a wealthy Super Tax 
payer in British India, or alienating a Resident’s income to a Non-resident 
and receiving under an agreement with him so-called loans, etc. The fol¬ 
lowing conditions must be fulfilled, before such a step is taken by the Income- 
Tax Officer:— 

(a) There should be a transfer of assets ; 

(b) The income, which if it were the income of the transferor, should 
be chargeable to Income-tax ; 

(c) The income should be payable to a Non-resident 

(i) by virtue, or in consequence, of the transfer alone, or 
(it) in conjunction with an associated operation ; and 

(d) The transferor should have acquired a right by virtue of which 
he should have power to enjoy the income. 

If by artificial arrangement, an owner of securities sells them to his 
nominee before the due date of their interest and buys them back from 
him subsequently, so that he receives a sort of capital profit, while his 
nominee who is not liable to tax receives the interest, such interest can 
be taken as the income of the vendor (real owner) and not as that of the 
purchaser (temporary owner). 
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If it appears to the Income-Tax Officer that an assessee has sold, pur¬ 
chased or transferred any securities and thereby avoided more than 10% for 
the Income-Tax or Super-Tax for any year, which would have been payable 
by him had the income from those securities been deemed to accrue 
from day today and had been apportioned accordingly between the buyer 
and the seller of those securities, the income so deemed to have been appor¬ 
tioned will be treated as the income of such assessee. 

§ 16. Trading by Other Governments. 

Where a trade or business is carried on by or on behalf of any Indian 
State or the Government of any part of His Majesty’s Dominions (exclusive 
•of British India) that Government will, in respect of the trade or business, 
all property occupied in British India and all goods owned in British India 
and all income in connection therewith, be liable to taxation at the' rates 
applicable to limited companies. 

§ 17. Disclosure of Information by a Government Servant. 

All particulars contained in any statement made, return furnished, 
or accounts or documents produced in Income-Tax proceedings, or in evidence 
given or affidavit made, must be kept confidential and no Court would be 
entitled to require any public servant to produce before it any such Return, 
accounts, documents, or record or to give evidence before it in respect thereof. 
It a Government servant discloses any such information, he will be liable 
to fine and also imprisonment which may extend to six months. 

The above law will not be applicable in the following cases: — 

(a) In the case of a prosecution under the Indian Penal Code in respect 
of any such statement, return, accounts, documents, evidence, affidavit, 
or for the purpose of prosecution under the Income-Tax Act, (b) Where it 
is necessary to disclose such information for the purposes of the Income- 
Tax, (c) Where it is necessary to serve any notice or recover any tax under 
this Act, (d) In the case of a suit where Government is a party and the suit 
relates to any matter arising out of any proceeding under this Act, ( e ) To 
enable the Auditor-General of India to discharge his functions under Section 
144 of the Government of India Act of 1935, (/) For the purpose of auditing 
the Income-Tax Receipts or Refunds, (g) In case of an inquiry into the con¬ 
duct of an Official of the Tncome-Tax Department, (h) In the case of an 
inquiry into the misconduct in connection with Income-Tax proceedings 
against a lawyer or an Accountant, (i) Where an insufficiently stamped 
document is impounded under the Indian Stamp Act, (j) For the purpose of 
granting double Income-Tax relief under Section 49 of this Act, (k) To enable 
Government to impose Agricultural Income-Tax, (l) To enable the 
imposition of a Duty of Excise, (tn) To establish whether a person is or is 
not assessed to Income-Tax in any year, (n) To enable a public servant 
7 
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to give evidence in a Court regarding any proceeding under Section 25 A 
(partition of a Hindu Undivided Family Estate) or Section 26 A (registration 
of a partnership deed) of this Act. 

No prosecution can be started against the Government Servant for 
disclosing the above information without the previous sanction of the Com¬ 
missioner of Income-Tax. 

§ 18. Bar of Suits in Civil Courts* 

No suit can be brought in any Civil Court to cancel or modify any 
assessment made under the Income-Tax Act and no suit or prosecution can 
be brought against any Government Officer for anything done in good faith 
under this Act. 

§ 19. Recognised Provident Fund. 

(1) Recognition, 

The Commissioner may recognise a Provident Fund, if he is satisfied 
that the Rules of such fund comply with all the provisions of Section 58 C 
(and the Rules made thereunder) of the Income-Tax Act. He may also 
withdraw such recognition if the Fund contravenes any of those conditions. 
The most important of such conditions are the vesting of the Fund in Trustees 
under ine\ ocable trusts, the regularity of saving of contributions and the 
non-recoverability by the employer of the sums from the Fund. The Com¬ 
missioner’s order m this connection is appealable to the Central Board of 
Revenue within 60 days of the date of such order. The application for the 
recognition must accompany the Trust Deed (together with one copy thereof 
for the Commissioner’s File) and the Rules of the Fund. Such application 
should be submitted through the Income-Tax Officer of the area m which 
the accounts of the Fund arc kept. The application should contain the 
following particulars:— 

(a) Name of the Employer, his address and occupation, 

(b) Number of employees subscribing to the Fund (1) in British 

India (2) in Indian States, (3) Outside India, 

(r) Place where accounts of the Fund are kept. If the Fund is 
already in existence, the details of the Fund’s investments 
and its last Balance Sheet should also be sent. 

(2) Advantages . 

The advantages enjoyed by a Recognised Provident Fund are:— {a) 
Contributions to such Fund plus the Life Insurance Premia paid by an 
assessee in any year, upto one sixth of his Total Income or Rs. 6,000 which¬ 
ever is less, are exempt from Income-Tax (though not for Super-Tax); 
(b) Interest credited on such contributions is exempt from Income-Tax upto- 
a rate laid down by the Central Government; (c) When the accumulated 
amount is paid to an employee on leaving service or on death, it is exempt 
from the Tax altogether. 
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§ 20. Approved Superannuation Fund. 

A Superannuation Fund can be approved by the Central Board of 
Revenue, if it complies with the following requirements:— 

(a) The fund should be the subject matter of an irrecoverable 

Trust pertaining to some trade or business in British India. 

(b) The sole object of the fund should be to provide annuities for 

employees payable at the time of their retirement or on a 
specified date. 

(c) The employer must be contributing to the fund. 

The income earned on the investments of such Fund is exempt from 
Income-Tax. The contribution made by the employer to the fund is 
deducted from his income. As regards the employee, the contribution made 
by the employer will be treated as the employee's income. Further*, the 
employee will get relief as regards such contributions to the same extent 
as the contributions to a recognised provident fund. 

§ 21. Accounts audited by Professional Accountants. 

The Income-Tax authorities accept accounts audited by Qualified 
Accountants. Even if accounts be not regularly so audited, it would be 
to the advantage of an assessee to get a computation of the income assess¬ 
able to income-tax made by such Accountants from his account books. 
Hie responsibility of Registered Accountants in these matters is of a two¬ 
fold nature, yiz., firstly towards their clients (the tax payers) and secondly 
towards the Income-Tax Department. They must act in such a way that 
neither do their clients pay more tax than what is legally due from them, 
nor may the Income-Tax Department receive less than what is legally due to 
them. In short, those Accountants must deserve the confidence placed in 
them by both the parties to the tax. 

§ 22. Rights and Duties of Tax-payers. 

It is the duty of every tax-payer to see that he pays proper tax on his 
correct income If ho does not do so, the burden of the tax evaded by him 
falls on other honest tax-payers. On the other hand, by keeping proper 
accounts, the tax-payer makes sure that he gets full benefit of all the rights 
and reliefs to which he is legally entitled and that he is not over-assessed. 
Further, he can be exempted altogether when his total income falls below 
the minimum taxable income. He can also get loss in one business set off 
against the profit from another business or other sources of income. He 
should also claim abatement for Life Insurance premium paid not exceeding 
one-sixth of his Total Income or Rs. 6,000 (Rs. 12,000/- in the case of a Hindu 
Undivided Family) whichever be the lower. Moreover, if his Total Income 
is less than the amount liable to tax at the maximum rate, he can get refund 
of the excess tax paid on his Dividend or Interest on Securities income. 



CHAPTER X 

REFUND OF TAX. 


§ 1* Who can claim Refund of Tax. 

Any person who has paid income-tax, either directly or at source, 
can claim refund of the excess tax paid, if he can satisfy the Income-Tax 
Officer that the amount of tax paid by him or on his behalf exceeds the 
amount with which he is properly chargeable, 

§ 2* Under what circumstances can refund of tax be claimed. 

(a) Where a person’s income from all sources is less than the minimum 
taxable limit and part of such income has been taxed at source, e.g., Dividend, 
Interest on Security, etc. 

(b) Where a person, either through ingnorance of his lights or owing 
to the fact that his income has been received less tax, has not obtained relief 
or abatement in respect of his Life Insurance premium. 

(c) Where, because of the reduction of income in appeal against the 
assessment of an Unregistered Firm, the total income of a partner having 
other sources of income becomes liable to be taxed at a rate lower than that 
at which he has paid the tax. 

( d ) Where a person is engaged in more than one business and where 
he had paid the tax on the profits of some of them without setting off the loss 
in the other business thereagainst. 

(e) Where tax has been deducted at source from the income of an ins¬ 
titution, to which the Income Tax Act does not apply. 

(/) Where tax has been paid for an ex-parte assessment, which is 
subsequently set aside. 

§ 3. Who is empowered to grant refund. 

As will appear from §1 above, the Income-Tax Officer concerned is the 
person, who is to grant a refund of the tax recovered in excess of the amount 
normally due from an assessee. In the case of persons, who have no taxable 
income, but whose income has already been taxed at source at the maximum 
rates, such person will apply to the Income-Tax Officer of the area where¬ 
in the applicant’s residence is situated. 
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The Appellate Assistant Commissioner or the Appellate Tribunal in the 
exercise of their appellate powers, can also order a refund to be made, if they 
are satisfied that the assessee has paid more tax than k due from him. This 
is usually done where an assessment is reduced or cancelled in appeal, or where 
the Income-Tax Officer has refused to grant a refund in the first instance on 
the ground that the assessee’s application to him was time-barred. 

§ 4. How and when the Application for Refund is to be made, 

(а) A person residing in British India should apply to his Income-Tax 
Officer (vide § 3 above) in the form prescribed under Rule 36 of the Income- 
Tax Rules; while anon-resident has to make an application to the Income- 
Tax Officer, Non-Resident Refund Circle, Bombay, in the form prescribed 
under Ride 36A. 

(б) A claim for refund must be made within 4 years from the last day 
of the financial year commencing next after the expiry of the “ previous ” 
year in which the income was received or earned. The exception is with 
regard to the refund of the assessment year 1938-39, but that case will not 
arise any more. 

(c) The form of application for refund (see § 6 hereafter) should be 
obtained from the office of the Income-Tax Officer concerned. The Return 
of the applicant's Total income from all sources (vide § 2 of Chapter II), duly 
executed, must accompany such application. The necessary vouchers show¬ 
ing the deduction of Income-Tax at source should also be attached thereto* 

Such vouchers may take the form of (1) counteiparts of dividend 
warrants issued by companies, or (2) draft certificates of deduction of In¬ 
come-Tax issued by Government, Local Authorities or companies, at the 
time of paying interest on their securities (like loans, bonds, promissory 
notes, debentures, etc.). Before parting with these vouchers, the applicant 
is advised to make a list thereof in duplicate, a cop}?' whereof may be attached 
to the application, so that a record of the number, description and amount 
of such vouchers may he preserved with the applicant. Where no accounts 
are maintained of an applicant's income, as is usually the case with women 
and persons without any business or profession, it would be advantageous 
to maintain a complete list in duplicate of the investments, (shares, securi¬ 
ties, etc.), held thieughcut the “previous" year, showing therein the number, 
description and value ol the investments. A copy of such list may be furnish¬ 
ed to the Income-Tax Officer, if asked for.. This would avoid further corres¬ 
pondence and perhaps a call from the Department. There will not be un¬ 
necessary delay in granting refunds, if the above suggestions are properly 
followed and carried out. The Income-Tax Officer will ascertain the neces- 
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sary refund due to the applicant and will issue an order (called Refund 
Order) on the Reserve Bank of India, or any other Government Treasury for 
the time being, to pay the amount of refund mentioned therein to the appli¬ 
cant. Such refund orders can also be paid into the applicant's banking 
account, if any, like cheques. They should be encashed within 30 days. 
Otherwise, they get time barred and fresh application to the Income-Tax 
Office will have to be made. 

The Income-Tax Department is sometimes blamed for the delay in 
issuing Rebind Orders to the applicants thereof. Such delay cannot be 
avoided in certain cases for several reasons explained hereafter. As a rule, 
no delay should take place where refund is to be allowed on account of 
Income-Tax deducted at source from (1) interest on Government Securities 
and (2) interest on securities, debentures, etc,, issued by Local Authorities 
and Public Companies. 

Some delay on the other hand can be justified in granting refund of 
Income-Tax paid at source on the income of public companies, before dis¬ 
tributing the latter in the shape of dividends, for the following reasons. An 
applicant, John Jones of Bombay, for example, is the holder of several shares 
in various limited companies whose profits are being assessed at Bombay, 
Calcutta, Madras, etc., where the respective registered offices of such com¬ 
panies are situated. Unless the income of all these companies has been 
assessed to Income-Tax by the Income-Tax Officers of then* respective 
domicile, the amount of the refund of Income-Tax deducted on account of 
the dividends thereof received by John Jones cannot be ascertained, in as 
much as all of these companies may not have paid Income-Tax on their 
entire income, because a portion thereof may not be assessable to Income- 
Tax, e.g ., interest on Tax-Free Government Securities, agricultural income 
on which land revenue has been paid to Government in British India, capital 
profit earned on the sale of fixed assets (e.g. Buildings), etc. 

Illustrations:— 

The X. Manufacturing Co., Ltd., of Calcutta made a profit of Rs. 5 
lakhs in a certain year, which included an item of Rs. 50,000 for interest on 
Tax-Free Government Securities. The whole of the income of Rs. 5 lakhs 
was distributed as dividends. John Jones got a dividend of Rs. 1,000 as a 
shareholder therein. The Company would be assessed by the Income-Tax 
Officer, Calcutta, and will pay Income-Tax on the income of Rs. lakhs 
only, though it earned an income of Rs. 5 lakhs, because Rs. 50,000 thereof 
is not assessable to Income-Tax. The company thus paid Income-Tax 
only on 90 per cent, of its income of that year. Out of Rs. 1,000 
received by John Jones, Rs. 900 only was thus assessed to Income-Tax. 
He is, therefore, not entitled to the full 100 per cent.) refund of 
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Income-Tax on his dividend of Rs. 1,000, but only on 90 per cent, thereof, 
i.e., on Rs. 900. Further, unless this company's assessment is completed at 
Calcutta, and until the percentage (90 per cent, in this case) of its taxed in¬ 
come is intimated by the Commissioner of Income-Tax, Bengal, to the 
Income-Tax Officer, Bombay, through the Commissioner of Income-Tax, 
Bombay Presidency, the Bombay Income-Tax Officer would not be able 
to ascertain the extent of refund of Income-Tax due to John Jones. 

Another illustration may be taken of the Y. Lands and Buildings Co., 
Ltd., of Madras, having made an income of Rs. 20 lakhs in the same year, 
including Rs. 5 lakhs of agricultural income on which land revenue has been 
paid to Government in Madi as. If John Jones received a dividend of Rs. 
2,000 from this Company as well, he would be entitled to a refund of Income- 
Tax only on a sum equal to 75 percent, of his dividend, viz., on Rs. 1,500, 
inasmuch as this Company paid Income-Tax at Madras only on Rs. 15 lakhs 
(Rs. 20 lakhs minus Rs. 5 lakhs), i.c., on 75 per cent, of its total income. Here 
also, the refund due to John Jones could only be ascertained by the Bombay 
Income-Tax Officer after the assessment of this Company was made at 
Madras, and after the Bombay Income-Tax Officer was informed about the 
percentage (75 per cent, in this case) ol the taxed income of the Madras 
Company. 

If John Jones so received several dividends during a certain year from 
20 different companies, assessed at various places as explained above, his 
total refund could not be ascertained by the Bombay Income-Tax Officer, 
unless and until all these companies have been assessed to Income-Tax at 
their respective places and the various percentages of the taxed income of 
each and every one of these 20 companies were intimated to the Bombay 
Income-Tax Officer for the said financial year. 

It may be aigued by John Jones, though rarely done by sensible appli¬ 
cants, that his refund may be granted by instalments, i.c at periodical in¬ 
tervals, as and when the said percentages may be intimated to the Bombay 
Income-Tax Officer from time to time. It may be very easy for the appli¬ 
cant to say so, but it is not possible, much less practicable, to do so. Such a 
suggestion would involve tremendous labour and much work to the Income- 
Tax Department. It every time a part of this refund is to be granted, it 
would amount to the work of disposing of one refundee's claim. If John 
Jones therefore, is to be given refund even by four instalments on four dif¬ 
ferent occasions, the Income-Tax Officer concerned will have to handle the 
case four times, work out four different calculations, enter the amounts in 
different registers on four occasions, issue four separate refund orders and 
so on. This will give the public some idea of the great amount of work 
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involved, if refunds are allowed by instalments to John Jones and thousands- 
of other similar refundees. 

§ 5. Refund in case of Death or Disability of assessee. 

Where a person is unable to receive his own refund, e.g.> in the case of 
death, incapacity, bankruptcy, liquidation, or any other cause, his executor, 
administrator or other legal representative, or the trustee or receiver, as the 
case may be, can claim such refund for the benefit of such person or his es¬ 
tate. He must state near his signature on the application in what capacity 
he represents the refundee. 

§ 6. Form of Refund Application. 

I, of do hereby declare 

that my total income computed in accordance with the provisions of the 
Indian Income-tax Act, 1922 (XI of 1922), during the year ending on 
being the previous year for the assessment for the year ending on the 31st 
March 19 , amounted to Rs. that the total income-tax and 

super-tax chargeable in respect of such total income is Rs. 
and that the total amount of income-tax and super-tax paid, or treated as 
paid under sub-section 5 of Section 18, is Rs. 

I therefore pray for a refund of Rs. 


Signature. 


I hereby declare that I am a nd orMy resident 

J resident but not ordinarily resident 

India, and that what is stated in this application is correct. 


Dated 


19 


Signature. 


* Delete whichever description is inappropriate. 


CHAPTER XI. 

INCOME DOUBLY ASSESSED. 


§ 1* Cases in which Refund is allowed. 

Claims for refund of Tax in respect of income doubly charged are allow¬ 
ed under the following cases :— 

(1) Under the reciprocity arrangement between British India and the 
United Kingdom, as per Section 49 of the Indian Income-Tax Act, 1922. 

(2) Under the reciprocity arrangement between British India and 
certain Indian States, as per Notification issued under Section 49A of the 
Act. 

(3) Under the reciprocity arrangement between British India and the 
Mysore State , as per Notification in (2) above. 

(4) As per Notification issued under Section 49A of the Act regarding 
Other Dominions, e. g., Kenya. 

(5) Under the reciprocity arrangement between British India and 
Burma, as per the India and Burma (Income-Tax Relief) Order 1936. 

(6) As per Notification issued under Section 60 of the Act, regarding 
Aden. 

§ 2. Relief in respect of the United Kingdom Income-Tax. 

Claims from individuals under this section are more complicated than 
claims made by limited companies. In the case of limited companies, the 
Indian charge of income-tax is at the maximum rate, which makes it very 
easy to calculate the amount of relief obtainable in India. 

To obtain relief in India, a claimant is required to furnish the official 
receipt for the United Kingdom income-tax paid, the notice of assessment 
showing the basis on which the liability has been computed, and also a 
certificate from the United Kingdom authorities showing what relief has 
already been granted in the United Kingdom. 

The application for relief under Section 49 from claimants may be 
presented by the applicant in person or through a duly authorized agent or 
may be sent by post. The limitation of time prescribed for making a claim 
of this kind is the same as is applicable to claims made under Section 48 
and as defined in Section 50 of the Income-Tax Act (vide §4 of Chapter X). 

Shareholders of a company or companies having income arising in 
more than one British Indian province must apply for relief under Section 
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49 to the Income-tax Officer, Non-Residents Refund Circle, Bombay; while 
Residents having income arising in a single province should apply to the 
income-tax officer of the area where they reside. 

(a) Form of Application for Relief\ A claimant whose income is 
doubly Charged both in India and the United Kingdom, in order to obtain 
relief in India, having obtained an appropriate relief in the first instance 
in the United Kingdom, must apply in the form prescribed under Rule 40 
of the Indian Income-Tax Rules, 1922. 

(b) Procedure adopted in granting Relief\ When, during an assess¬ 
ment, it is known, that an assessee will be entitled to relief on account of double 
taxation on any part of his income, the relief is calculated as far as possi¬ 
ble, and the assessee is allowed to pay the demand in two instalments, the 
second of which will be more or less equivalent to the amount of relief cal¬ 
culated to be due. 

The date of the first instalment will be what is ordinarily fixed for the 
payment of a demand of income-tax, while the second will be payable two, 
or if possible even three or four, months from the date of the notice of 
demand. If the assessee in the meanwhile produces the necessary British 
certificates and establishes his claim to relief under Section 49 of the Act, 
the relief so ascertained is set off against the demand for the second ins¬ 
talment and the difference is either recovered or refunded. However, this 
method cannot often be followed, because usually proceedings for assess¬ 
ment and subsequent relief are long drawn out, making such speedy adjust¬ 
ments impossible. Where it is possible, assessments are made straight¬ 
away, and claimants apply for relief in British India after obtaining the 
appropriate relief in the United Kingdom in the first instance. 

(c) Mode of Calculating Relief ‘ Relief in the United Kindgom is 
given by adjustment. It was in fact the first country to start granting 
relief upon income doubly charged. In British India, however, it has not 
been found possible to grant the relief, if due, by any method other than 
by actually paying out a refund. 

Provision has been made in the United Kingdom Law for the grant¬ 
ing of refund in respect of income doubly taxed in the United Kingdom as 
well as in British India. In British India, Section 49 of the Income-Tax 
Act provides for the granting of further refund by the Government of India. 
Briefly, the United Kingdom Income-Tax Law gives relief at a rate upto 
either ( i ) the Indian rate of tax, or («) half the United Kingdom rate of tax, 
whichever is the lower. In practice, it has been found that the United 
Kingdom gives refund invariably at half its own rate, because the Indian 
rate has always been greater than half of the United Kingdom rate. The 
Indian Icome-Tax Law gives further relief, with the ultimate result that 
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the assessee in the end, i.e., after both the refunds are allowed, bears the tax 
only at one rate, which is either the United Kindgom rate or the British 
India rate, whichever is the higher. The relief in India is, however, sub¬ 
ject to a maximum of half the Indian rate of tax. 

In order to obtain the refund of tax in India, the applicant is required 
to produce the Official Receipt of the tax paid in the United Kingdom in 
the first instance, and so also the notice of assessment showing the basis 
on which the liability has been computed, together with a certificate of the 
Inspector of Taxes showing what relief was actually granted in the United 
Kingdom, 

The Indian assessment on which relief is claimed will then be compared 
with the United Kingdom assessment based on the same period of accounts. 
The relief in India will be allowed by reference to the United Kingdom rate 
of tax charged for the United Kingdom assessment. Further in order to 
ascertain the same income which has been doubly taxed in these two coun¬ 
tries, the sources of income included in both the assessments alone will be 
compared, leaving out the source included in the assessment of only one 
country and not in the other. No comparison would be necessary of the 
disdlowable items. The amount of income eligible for relief will then be 
the net assessable Indian income or similar United Kingdom income, which¬ 
ever is the less . Where remittances alone are assessed in one country and the 
whole of the income is assessed in the othei country, remittances alone 
should be tieated as having been doubly assessed. 

§ 3. Relief in respect of certain “Indian States 0 Income-Tax. 

The Government of India have also entered into reciprocity arrange¬ 
ments with certain Indian States in India. 

There are at present about forty-nine such Indian States, whose names 
are stated in the Schedule given below. All these have their own income- 
tax system and have arranged to grant reciprocal relief for income doubly 
charged in British India and the Indian State concerned. 

The fundamental basis of this arrangement is that the lower of the two 
taxes is repaid in full to the subject; but the Indian Income-tax authori¬ 
ties have to allow refund only at half the rale of tax suffered in the State, 
there remaining the other half to be refunded by the State itself. 

The following are some of the chief provisions of this Notification of 
the Government of India. If any person, who has paid Indian income-tax 
for any year on any part of his income, proves to the satisfaction of the 
income-tax officer that he has at any time paid State income-tax in respect 
of the same part of his income, he shall be entitled to the refund of a sum 
calculated on that part of his income, at a rate equal to half the State rate 
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of tax ; provided the rate at which the refund shall be given in British India 
shall not exceed one-half of the Indian rate of tax. 


(a) Schedule of Indian States . 

SCHEDULE. 


Gnjarcit States Agency. 

1. Baroda. 

2. Chhota Udepur. 

3. Sachin. 

Kashmir Agency. 

1* Jammu and Kashmir. 


Deccan States Agency . 

1. Akalkot. 

2. Phaltan. 

3. Ramdurg. 

4. Kolhapur. 

5. Sangli. 

6. Jamkhandi. 

7. Mudhol. 


Madras StaUs Agency \ 

1, Travancore. 

2. Cochin. 

Mysore Agency. 

1. Sandur... 

Central Agency India . 

1. Dhar. 

2. Makrai. 

3. Bhopal. 

Punjab States Agency. 

1. Patiala. 

2. Bahawalpur. 

3. Jind. 

4. Kapurthala. 

5. Loharu. 

6. Maler Kotla. 

7. Mandi. 

8. Faridkot. 

Punjab Htll States Agency. 
1. Bbagat. 


Gwalior Agency . 

1. Benares. 

Eastern States Agency. 

1. Bastur. 

2. Ranker. 

3. Raigarh. 

4. Jashpur. 

5. Sarangarh. 

6. Kawardha. 

7. Khairagarh. 

8. Korea. 

8. Nandgaon. 

10. Chhuikhadan. 

11. Mayubhanj. 

12. Patna. 

13. Sonepur. 

14. Kalahandi. 

15. Rairakhol. 

16. Baudh. 

17. Seraikela. 

18. Talchei. 

19. Gangpur. 

20. Kharsawan. 

21. Keonjhar. 

22. Cooch-Behar. 


(b) Period of Limitation. (Same as given in § 4 (6) of Chapter X). 

(c) The Income-Tax Authorities who can deal with such claim . Every 
application for refund of income-tax under this Notification must be made 
to the income-tax officer of the District in which the applicant is chargeable 
directly to income-tax; or, it lie is not chargeable directly, to the income- 
tax officer of the District in which the applicant ordinarily resides ; or, if he 
i$ not resident in British India : (i) to the income-tax officer of the District 
or area in which he was last charged directly to income-tax when so resi- 
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-dent; or (ii) if he has never been so resident, to the income tax officer of the 
District or area where the income-tax for the refund of which application is 
made was deducted. The income-tax officer, Non-Residents Refund Circle 
Bombay, is given jurisdiction to deal with claims only from persons having 
income in more than one Province. Claimants having income from shares 
or securities on which income-tax is paid in single Province should apply to 
the income-tax officer of that Province. 

§ 4. Relief in respect of Mysore State Income-Tax. 

Agreements have been arrived at from time to time between the Govern¬ 
ment of India and the Mysore Darbar, in regard to the taxation of 
different sources df income arising both in British India and Mysore State. 
The arrangements, according to each head of income briefly stated, are 
as under :— 

(a) Salaries, Servants of the Government of India taxed both in 
Mysore and British India should apply for I'ebate from the Indian income 
tax authorities of an amount equal to the Mysore income-tax paid. Mysore 
Government servants living in British India should pay the Indian income 
tax and arc not liable to pay any tax to the Mysore Darbar. These pro¬ 
visions are also applicable to the pensions of retired officials of the Govern¬ 
ment of India and of the Darbar. 

(b) Interest from Securities. The interest on Mysore Darbar Securities 
is specially exempted by the Government of India under Section 60 of the 
Indian Income-Tax Act, 1922. There is no need, therefore, for any provision 
for relief from double taxation in this connection. Similarly, interest on 
securities of the Government of India received in Mysore is exempt from 
Mysore tax. 

(c) Business. For a business the headquarters of which are in British 
India, but which has branches in Mysore or carries on business in Mysore, 
a deduction is made from the amount of Indian income-tax payable on 
the profits of such business of the amount of Mysore income-tax that would 
be payable on such portion of the same profits as appears to the income 
tax officer in British India to be due to transactions in Mysore. But a 
business with headquarters in Mysore, which has branches or dealings in 
British India, is assessed by the income-tax authorities in British India 
to the full amount of Indian income-tax due on the profits made in British 
India only. Similarly, Mysore Income-Tax Authorities, in computing the 
profits for the purpose of the Mysore Tax, allow a deduction of the amount 
of profits to be due to transactions in British India. 

(d) Professional Earnings . The arrangements agreed to by both 
^Governments are that income derived from the practice of a profession or 
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vocation is to be taxed by that Government within whose jurisdiction? 
it arises or accrues and the Government in whose jurisdiction it is received 
Will include it in the M Total income ” of the assessee for the purpose of 
determining liability to and the rate of tax. Provided— 

(i) The income earned in Mysore by a person resident in British India*. 

or earned in British India by a resident in Mysore, is charged to 
tax in British India or Mysore, as the case may be, if it has not 
already been, or will not be, charged to tax in Mysore or British 
India# 

( ii) In cases where such professional earnings have been, or will be, 

taxed in Mysore or in British India, they are taken into account 
for the calculation of “ total income " in British India or 
Mysore. 

The object of proviso ( i) is to tax in British India incomes which fall 
below the taxable limit in Mysore, and of proviso (ii) is to include in the 
" total ” income (i.e. to fix the rate of tax) income which may be received 
in Mysore in the first instance and may be brought subsequently into 
British India, and vice versa . 

(e) Dividends. As regards these, the arrangement is that the Govern¬ 
ment, within whose jurisdiction tax is charged on the profits out of which 
a dividend is paid, retains the tax on the part of those profits represented 
by the dividend, and allows such refund on the dividend as may be due 
pa|der the provisions of its income-tax law, corresponding to Section 4S 
of the Income-Tax Act, 1922; while the Government in whose jurisdiction 
the dividend is received includes it in the “ total income ” of the assessee 
concerned for the purpose of fixing the rate of and the liability to tax, but 
waives its claim to levy tax in xespect of the dividend. 

L notation . (Same as given in § 4 (b) of Chapter X). 

§ 5. Relief in respect of Other Dominions Income-Tax. 

According to the Double Taxation (Dominions) Rules 1940, if any 
person, who has paid Indian Income-Tax for any year on any part of his 
income, satisfies the Income-Tax Officer that he has paid Dominion Income- 
Tax for that year also on the same income, he will be entitled to a refund 
of a sum calculated on that part of his income at a rate to be determined 
as follows:— 

(i) If he is Resident in British India, (a) at the {Dominion rate when* 

that rate does not exceed half of the Indian rate fand (b) at 
half the Indian rate in any other case, 

(ii) If he is not so resident, (a) at half of the Dominion rate, when 

that rate does not exceed the Indian rate, and (b) in any 
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other case at the exeess of the Indian rate over half of the 
Dominion rate. 

Provided that in no case will the rate at which such refund is calcu¬ 
lated exceed half of the Indian rate. Further, every reference herein to 
British India includes Berar. 

Limitation. (Same as in § 4 (6) of Chapter X hereof.) 

§ 6. Relief in respect of Burma Income-Tax* 

(a) Relief m India. According to the India and Burma (Income- 
Tax Relief) Order, 1936, the relief in British India is allowed thus:—If 
any person, who has paid Indian Income-Tax for any year on any part of 
his income, proves to the satisfaction of the Income-Tax Officer that he has 
paid for that year also Burman Income-Tax in respect of the same income, 
he should be allowed refund of Indian Tax calculated on such income at 
the appropriate rate of relief. If any refund is overpaid, the excess could 
be recovered as arrears of tax. 

(b) Relief in Burma. Similarly if any person, who has paid Burman 
Income-Tax for any year on any part of his income, proves to the satisfaction 
of the Income-Tax Officer that he has also paidfoi that year Indian Income* 
Tax on the same income, he should be allowed refund of Burman Tax 
calculated on such income at the appiopriate rate oi relief. Here also if 
any refund has been oveipaid, the excess could be recovered as arrears 
of lax-. 

Limitation 

The period of limitation is the same as given in § 4 (6) of Chapter X 
hereof. 

Every reference to British India herein also includes Berar. 

§ 7. Relief in respect of Ceylon Income-tax. 

The provisions with respect to these claims, which are embodied in the 
Notification No. 14 of 1932, are exactly the same as in the case of claims 
from Indian States residents, except in one point, namely, the grant of 
relief. It is well known that the income-tax rates in the Indian States are 
always lower than the British Indian rates, and hence refund at half the 
State rate has to be allowed by India. But the income tax rates in Ceylon 
are not necessarily lower, so the provisions are, inter alia, that a claimant 
shall be entitled to the refund of a sum, equal to half the Ceylon tax, cal¬ 
culated on that part of his income on which relief is admissible under the 
Ceylon income-tax law , or to half the Indian Income tax on the same part 
of his income, whichever is the lower. 
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Here, again, all claims must be accompanied by certificates granted 
"by the Ceylon income-tax authorities, to enable the income-tax officer to 
British India to know on which part of the income relief is admissible under 
~the Ceylon income-tax law, "and also to ascertain whether the Indian rate 
is lower o t higher than the Ceylon rate of tax. 

Limitation. 

No claim to any refund of Income-Tax under this Notification will be 
allowed unless it is made within one year from the last day of the year in 
which such tax or the Ceylon tax was recovered, whichever is later. 

The authorities to whom an application has to be made are the same 
as have already been described in connection with the relief in respect of 
Indian States income-tax. 

§ 8* Relief in respect of Aden Income-Tax. 

If any person, who has paid Indian Income-Tax for any year on a parti¬ 
cular income, has also paid on that very income and for that very year Aden 
Income-Tax, the Income-Tax Officer after satisfying himself therewith 
will allow refund of the Indian Income-Tax on such income at a rate bearing 
to the Indian rate of tax or the Aden rate of tax, whichever be the lower, 
the same proportion as the Indian rate of tax bears to the sum total of the 
Indian and the Aden rates of tax. 

Limitation. 

No claim to any refund of Indian Income-Tax under this notification 
will be allowed unless it is made within one year from the last day of the 
year in which such tax or the Aden Income-Tax was recovered, whichever 
is later. 

The authorities to whom an application has to be made are the same 
as mentioned in the case of the Indian States Income-Tax refund. 



CHAPTER XII 

SUPER-TAX. 


§ 1. Origin of Super-Tax. 

Super Tax was introduced in India on and from 1st April, 1017, by 
the Indian Super Tax Act of 1917. This Act was repealed and later on 
merged into the Income-Tax Act of 1922, which is in force upto this day. 

{ 

§ 2. Charge of Super-tax* ^ 

Super-Tax is an additional duty of Income-Tax, which is chained in 
respect of the “ Total ” Income of the 44 Previous *' year of any individual, 
Hindu undivided family, company, local authority, unregistered firm or 
other association of persons, at the rates laid down in the Finance Act for 
that particular year. A company is liable to pay Super-Tax at a fiat rate 
and if is known as Corporation Tax. 

Where the income of an unregistered firm or an association of persons 
(not a company) has been collectively assessed to Super-Tax, the partner 
or membei thereof will not have to pay Super-Tax a second time in his per¬ 
sonal assessment in respect of his own share in the income of the firm or 
of the association, as the case may be. But, where an unregistered 
firm is treated as a registered firm and the partners thereof are directly 
assessed on their individual share in the income of the firm under § 23 (5) (b) 
of the Income-Tax Act, Super-Tax will be paid by each partner separately 
on his Total income from all sources (including his share from the firm)* 

§ 3. Total Income for purposes of Super-Tax* 

In order to ascertain the rate of Income-Tax of an assessee, the Income 
Tax Officer aggregates his income from all sources, whether taxed at source 
or not, and grosses up the income already taxed (vide § 13 of Chapter IX 
hereof). The 44 Total ” income so arrived at and as assessed for the pur¬ 
poses of Income-Tax will also become final and conclusive for the purposes 
of super-tax for the same year* 

§ 4* Deduction of Super-Tax at Source* 

Under certain circumstances, Super-Tax has got to be deducted at 
source from the payment of 44 Salaries/' Interest, (other than Interest on 
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Securities) and Dividends, as explained herebefore in § 1 of Chapter IV 
and paras (c), (d), (e) and (/) of § 1 of Chapter V hereof. 

§ S. Exemption from Super-Tax. 

So mud) of the income of an Investment Trust Co., which is derived 
from dividends paid by any other company out of its profits liable to Super- 
Tax will be exempt from Super Tax but not from Income-Tax, ** Invest¬ 
ment Trust Co.” is a public Company which has for its principal business 
the holding of stocks, shares, Securities, debentures etc* and is not control- 
mg other companies. 

§ 6« Accounts and Computation of Income. 

(a) Ascertaining *'Taxable Income 

The question whether a person, a Hindu undivided family, a firm or 
a company is liable to pay Super-tax or not will depend upon the Total gross 
income from all sources accruing in the “ previous” year. If such Total 
income exceeds the minimum taxable limit (which is at present Rs. 25,(X)0), 
the Assessee will be required to pay the tax on the excess over Rs. 25,(X)0 

The method of computing Total income from all sources is almost the 
Same as that adopted for ascertaining Total income from all sources for the 
purposes of arriving at the rate of Income-tax. The procedure foi ascei- 
taining the taxable income is as follows:— 

1. Aggregate the assessee's gross income from all sources liable to 
Income-Tax, whethei taxed at source or not. 

2. Deduct expenses and losses allowed foi Income-tax purposes 

3. The balance will be the Total Income, which will show whether 
the tax is payable by the Assessee or not. 

4. Deduct the statutory abatement (Rs. 25,(X>0 at present), except in 
the case of companies who have to pay Super-Tax on every rupee of their 
income. 

5. The balance of income represents the ” Taxable Income” upon 
which Super-tax is payable, at the rates given in the Finance Act of that 
year. 

(l>) Limited Companies . 

Illustration:— 

The Swadeshi Manufacturing Company, Limited, has prepared the 
following Profit and Loss Account of the year ending 31st March, 1945-. 
Find out the income of the company liable to Super Tax assessment* It 
is assumed that the Income-tax Officer will allow, by Way of depredation, 
only 5 per cent of Machinery and 2| per cent of Buildings. 
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Profit and Loss Account. 


Dr. 


Cr. 


Rs. 

To Material? consumed 1,02,75,873 
„ Stores consumed. . 5,27,284 

„ Manufacturing Wages 8,30,271 
„ Factory Establish¬ 
ment .. .. 6,50,758 

„ Office do. .. 9,37,367 

„ Income-Tax account 1,12,000 

„ Loss on the Sale of 
Investments 

(Capital) .. 15,850 

„ Bad Debts and Dis¬ 
counts (written off) 3,587 

„ Interest on Deben¬ 
tures (less tax) .. 14,500 

„ Reserves for Bad 
Debts and Dis¬ 
counts .. 5,500 

„ Depieciation o f 

Machinery 

(8% written off) 80,000 

„ Depreciation o f 

Buildings 5% writ¬ 
ten oft) .. 72,000 

„ Balance, being Net 

Profit carried down 40,01,520 


Rs. .. 1,75,26,510 


, Rs. 

By Sales (less returns) 1,75,08,731 
„ Dividends (gross) .. 15,750 

„ Rent (for sub-letting) 2,400 

„ Discounts and 

allowances .. 1,539 




Rs. .. 1,75,26,510 


Rs. 

To Dividend on Ordinary 

shares.25,00,000 

„ Dividend on Preference 

shares.10,00,000 

„ Amount transferred to 
Reserve Fund .. . .2,50,000 

„ Balance carried for¬ 

ward to the Balance 
Sheet. 3,26,520 


Rs. 40,76,520 


Rs. 


By Net Profit brought 
down 



40,01,520 

75,000 


40,76,520 



Cfc 

Rs- 


,Br« Adjusted, Profit 

R Sm 



m 

and Loss AccomL 


Net profit as per Profit 

and Loss account . * 40,01,520 
Income-tax .. ♦, 1,12,000 

Loss on the Sale of Invest¬ 
ments *.15,850 

Reserves for Rad I>eht$ 

and Discounts ., 5,500 

Excess Depreciation of 

Machinery (3%) .. 30,000 

Excess Depreciation of .. 

Buildings (2|%) .. 36,000 


Rs. 42,00,870 


Note :—There is no Statutory abatement for Super-Tax in the case of 
companies whose whole income is liable to Super-Tax. Super-fax 
payable by a company is known as Corporation Tax. 

(c) Unregistered Firms # 

Illustration 


Pastakia, Popatlal and Pandav, having a capital of R s. 1,50,000 
in equal shares, are in partnership as Mills Stores Suppliers, sharing profits 
and losses in the proportions of 5:3:2, respectively. From the following 
Profit and Loss Account of the firm, for the year ending 31st March, 1945, 
ascertain the total income for Super-tax purposes. 


Dr. Profit and l 



Rs. 

To Office establishment .. 

50,938 

„ Donations to Hospitals 

20,000 

„ Bad Debts & Discounts 


(written off) .. 

5,892 

„ Income-tax Account .. 

2,000 

„ Rent 

6,592 

„ Interest on capital .. 


(equal shares) 

7,500 

„ Partners’ salaries:— 


Pastakia 4,800 


Popatlal 3,000 


Panday 2,400^ .. 

10,200 

„ Speculation Toss 

15,000 

Balance, being net Profit, 


carried down .. 

1,60,890 

Rs. 

2,79,012 


.os$ Account. 

Cr. 


Rs. 

By Gross Profit, as per .. 


Trading account 
„ Profit made on the .. 

2,46,850 

racecourse (casual) .. 

14,375 

„ Rent from subletting .. 
,, Discounts and allow¬ 

1,800 

ances . 

392 

„ Profit from the Sale of 


Investments (capital) 

15,595 


Rs. 2,79,012 
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’ Rs, Rs. 

ToGenerai Reserve Account 44,000 By Net Profit brought 
„ Special Reserve Account 25,000 down f .. .. 1,60,890 

„ Balance, transferred to 
Partners’ Drawings 
Accounts 

Pastahia (five-tenths).. 45,045 
Popatlai (three-tenths) 27,567 
Panday (two-tenths).. 18,378 


Rs. 1,60,890 Rs. 1,60,890 



Dr, Adjusted Profit 

Rs. 

Profit on the race course 14,375 

Profit from sale of invest¬ 
ments .. .. 15,595 

Balance carried down 1,85,620 



Rs. 2,15,590 


and Loss Account. ^ Cr. 

Rs. 

Net Profit as above .. 1,60,890 

Donations to Hospitals 20,000 

Income-tax Account .. 2,000 

Interest on Capitals .. 7,500 

Partner’s salaries .. 10,200 

Speculation loss .. * 15,000 

Rs. 2,15,990 


Rs. Rs. 


Statutory Allowance . * 
Balance, being firm's 
Profit taxable t o 
Super-tax (Taxable 

income) 

25,000 

1,60,620 

Balance Brought down 

1.85,620 

IK 

1,85,620 

Rs. 

1,85,620 

Firm's Taxable Income 


Rs. 

1,60,620 

Less Interest on Capital 


7,500 


Paitner’s Salaries 


10,200 

17,700 


Firm's Divisible Income Rs, 1,42,920 


Statement showing allocation of Taxable Income. 



Pastakia 

Popatlai 

Panday 

Total 

Divisible Income 
Interest on Capital 
Partner's Salaries 

Rs. 71,460 

„ 2,500 

„ 4,800 

42,876 

2,500 

3,000 

28,584 

2,500 

2,400 

1,42,920 

7,500 

10,200 


„ 78,760 

48,376 

33,484 

1,60.620 



ill8 

Though the firm pays Super Tax on the income of Rs, 1,60,620, it should 
fee borne by Pastakia, Popatlal and Panday in the proportions of Rs. 78,760: 
48,376 : 33,484, Respectively, as shown above. , 

(<#) Registered firms . 

A.< B, C. and D. are the four partners in a firm, sharing profits and 
losses in the proportions of 4 : 3 : 2: 1, and the income whereof is as fol¬ 


lows ;— 

Rs. 

J. Property Rents (aftei allowing admissible deductions) . * 50,000 

2. Proprietory Mill's Profit (after allowing admissible deduc¬ 
tions) ** ** . 90,000 

3* Dividends gross t . ,. .. ,. 34,441 

4. " Tax Free Securities " Interest . 60,000 

5. Interest from Securities taxed at source (gross) . * .. 68,882 

6. " Loans on Mortgage " Interest . 29,000 

7. Managing Agency Commission .« . 40,000 

8. Commission as Treasurers and Secretaries to a Joint 

Stock Company . 25,000 


(i) Ascertain the income of the unregistered firm liable to Super-Tax. 

(ii) Also what will be the income of the partners if they were assessed 
directly to Super-Tax, the firm being a registered one. 


Illustration (i)«*— 


L Property income .. 


.. 50,000 


2. Proprietory Mills income 


.. 90,000 


3. Interest oil Loans 


.. 29,000 


4. Agency Commission 


.. 40,000 


6. Secretaries Commission .. 


.. 25,000 

2,34,000 

6. Dividends (gross) 

* * * * 

.. 34,441 


7. Tax Free Securities 

.. 

.. 60,000 


8. Taxed do. (gross) 

»« . * 

.. 68,882 


* 

Total Income 

1.63.323 

3.97.323 

Less Income already taxed to 

Income-Tax 

or exempt from 


Income-Tax 

9 0 • 4 

•• 

1,63,323 

Income liable to Income-Tax 

4 * 4 • 

Rs. 

2,34,000 


The firm, if an unregisteied one, will have to pay Income-Tax on 
Rs. 2,34,000. The Income liable to Super-Tax is Rs. 3,72,323, viz., 
Rs. 3,97,323 less the statutory allowance of Rs. 25,000. 
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IIlustration (ii )t 
For the purpose of the individual assessments oi the partners to Income¬ 
-Tax and Super-Tax, the income of Rs. 3,97,323 ascertained as above will 
-be apportioned amongst the partners of the registered firm thus :— 


Share. 

Liable to 
Income-Tax. 

Rs. 

Total Income 
for Super-tax. 
Rs. 

A. Four-tenths 

93,600 

1,58,029 

B. Three-tenths 

70,200 

1,19,197 

C. Two-tenths 

46,800 

79,465 

D, One-tenths 

23,400 

39,732 


Rs. 2,34,000 Rs. 

3,97,323^ 


Resuming that partners have no other source of income, A will pay 
Income-Tax on Rs, 93,600 and Super-tax on Rs. 1,33,929 (Rs. 1,58,929 
less statutory deduction oi Rs. 25,000) ; B will pay Income-tax on 
Rs. 70,200 and Super-tax on Rs. 94,197; C will pay Income-tax on 
Rs. 46,800 and Super-tax on Rs. 54,465 and D will pay Income-tax on 
Rs. 23,400 and Super-tax on Rs. 14,732. 

(e) Individuals . 

Illustration:— 

From the following particulars of the income of A. B. Mody, ascertain 
Ins income liable to Super-Tax :— 

He is the pait-time Secretary of the Reliance Insurance Co. Ltd. of 
51, Green Street, Fort, where he is given a salary of Rs. 1,000 per mensem 
after deducting income-tax at source. He is a shareholder in the Mody 
Manufacturing Co., Ltd., wherefrom he derived a gross dividend of Rs. 
3,444, and a debenture-holder in the Pareira Mills Ltd. for Rs. 2,50,000 from 
which he gets a regular interest at 6 pei cent. (less tax). He has*also got 
an annual income of Rs. 2,750 liom Tax Free Securities. During his spare 
hours, he practises as Insurance Counsel at 375, Hornby Road, the net 
assessable income wherefrom is Rs. 13,278. He is a partner in the regis¬ 
tered firm of Mody, Master & Co., of 27, Clive Street, Calcutta, where he gets 
a certain share from the profits of the firm and during the last yeai he got 
such share amounting to Rs. 9,600. The Bank ot India Ltd, has credited 
his current account with Rs. 379, being interest due to him on a fixed Deposit. 

He also owns a house property at 32, Sewri Road, the annual letting 
value whereof is Rs, 15,820, and the admissible allowances relating thereto 
amount to Rs. 3,752. He is a pensioner (retired Minister) ot the Baroda 
State, which gave him a pension of Rs. 5,000 annually. He is appointed 
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Examiner in Sanskrit to the Bombay University wherefrom he got Airing 
the last year an honorarium ot Rs. 1,900, He is also a Director of the 
Navsari Assurance Society, Ltd,, where he attends the monthly meetings 
regularly and so gets Rs, 240 per annum. 

Statement of Income for Supertax Assessment. 

{a) Gross Income already taxed or received free of tax:— 

Rs. Rs, 

12,000 
3,444 
15,000 
2,750 

- 33,194 


13,278 

379 

12,088 

5,000 

1,900 

240 

9,600 

- _ 42 465 

R> 75,659 


Mi. Mody will pa\ Income-Tax on Rs. 42,465 and Super-lav on 
Rs. 50,659 (Rs, 75,659 -25,000). He will also get credit (set oh) lui riit 
Income-Tax deducted at source, and the balance tax payable will alone be 
demanded fiom him. 


1. Salary as Secretary . 

2. Dividend from Mody Mfg. Co. Shares Gross ,. 

3. 6% Interest from Debentures of Pareira Mills ,. 

4. Interest from Tax Free Securities.. 

(b) Income not taxed :— 

1. Net Income from the practice of Insurance 

Counsel 

2. Interest on Bank Deposit Account 

3. Net Income from house property 

4. Pension from Baroda State .* 

5. Honorarium as Examiner 

6. Director's Fees . 

7. Share from Mody, Mastei be Co. 
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CHAPTER Xllt 

i i 

* *» ■' .. . 

IMPORTANT HIGH COURT CASES ON INCOME-TAX LAW. 

Note :—The various Reference Books quoted at the end of each of the following cases 
are:—(1) I.T.O.—Income-Tax Oases by P. It. Srinivasan, (%) I.T.R,—Income- 
Tax Reports by A. N, Aiyar, (3) A.I.R—All India Reporter, (4) Appeal 
Court-—of England, (5) K.B.D.—King's Beach Division, (6) AXC,—Annotated 
Tax Cases of England, (7) Court of Sessions of Scotland, (8) A.T.S.—Account 
ant Tax Supplement of England, (8) TAX*—'Tax Cases of England, (10) Ch,D,~- 
Chancery Division of England. * 

AGRICULTURAL INCOME. 

[ Sections 2 (1) and 4 (j) (viii) ] 

I. Interest on Arrears of Rent. Where agricultural rent is m arrears 
and interest is charged on such arrears, such interest is also treated as 
Agricultural income 1 * (Patna—1944 I.T.R. 309 -Past Case Laws dis¬ 
cussed). 

2 Toddy Trees. Income derived from toddy received by the actual 
cultivator, whether owner oi lessee of the land on which the trees grow* 
is "agricultural income". But, similar income received by a person who 
Las not done any agricultural operation, nor raised the trees, is not 
“agricultural income". (Madias—II I.T.C, 470). 

3. Dwelling or Store House: Once it is established that a building is 
uquired and used by an assessee as a Dwelling House, or Stoic House oj 
out-house, by reason of his connection with the land as a receiver of rent 
or revenue or as a cultivator, the Income-Tax Officer has no jurisdiction 
to determine what portion or the size of the building was required by the 
a*sessee to be so used, but the entire annual value thereof is exempted, 
t Patna—IV I.T.C 15). 

4. Maintenance Allowance . .Such allowance to a Hindu Widow, 
although paid out of the agricultural income of her husband's estate, 
ordered by the Court is not “agricultural income". (Bombay—V I.T.C. 
493) and (Madias—III I.T.C. 428). 

5. Forest Lands and Trees . (a) Income horn sale of timber on forest 
lands is not “agricultural income". (Madras—IV I.T.C. 421); (b) Income 
front sale of forest trees is not "agricultural income". (Lucknow—AppeU 
late Tribunal—Dated 12-8-41—H.H. Maharaja of Kapurthala) 
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6. Annuity, Annuity received in consideration of the transfer of 
t Zamindari estate is not '‘agricultural income". {Privy Council—VIII 

I.T.C. 340). 

7. Agricultural Land acquired in satisfaction of Loan, Agricultural 
land taken over in part payment-of a loan advanced by a money lender , 
Income therefrom is exempt although received in lieu of interest. (Privy 
Council—VIII I.T.C. 391). 

8. Remuneration, (a) Remuneration to a Mutawalli (trustee) of the 
AVakf (Trust) of agricultural estate paid in the form of fixed salary is not 
exempt (Privy Council—1943 I.T.R. 295); (b) Remuneration paid to a 
partner out of agricultural income for managing agricultural estate is 
taxable. (Patna—1944 I.T.R. 351). 

9. Weighing Charges. Such charges levied by a Land-Lord lrom his 
tenants in addition to rent is "agricultural income”, (Lahore—1936 
I.T.R. 114). 

10. Fisheries. Income derived by a Landlord from the lease of the 
right to fish in the tanks and connected supply channels in his agricul¬ 
tural estate is not "agricultural income". (Madras—1933 I.T.R. 78). 

11 . Pasturage. Fees realised by a Landlord for allowing cattle to 
graze on his waste agricultural lands is "agricultural income”. (Calcutta— 
I I.T.C. 284). 

12. Sugar cane was grown by a company, which manufactured sugar 
therefrom by means of its own machinery. The process is not ordinarily 
employed by cultivators. The whole of the Company's income was not 
"agricultural income”. (I I.T.C. 29). 

13. Interest on arrears of rent derived from land is “agricultural 
income”. When a mortgage bond is given in satisfaction of interest, it 

• does not amount to income. (Patna—1944 I.T.R. 428). 

2. BUSINESS. 

[Section 2 ( 4 ) ] 

1. Stocks and Shares. Intention is the gist. Frequent purchases but 
casual sale of stocks and shares docs not constitute "Business”. Profit or 
loss from such casual sale is not incidental to a business. (Allahabad— 
VII I.T.C. 81). 

2. Letting out of Factory, Letting out of a Jute Press at a rent is 
"Business” and is assessable under Section 10, Evidently, depreciation 
would be allowed to its owner and not to the lessee. (Calcutta—VIII I.T.C. 

■ 177). 



3, What institute s “Musiness". (a) Business must be some activity, 
which has for its object the acquirement of some profit which can be 
claimed as of legal right. (Allahabad—VI I.T.R. 1); (b) Business 
denotes continuous exercise of an activity and its profit is earned by a 
process of production (Calcutta—V I.T.C. 211); (c) Carrying on business 
can only exist when there is a succession of acts or a continuity of 
transaction or acts. The performance of a single act, apart from special 
circumstances, is not enough (Bombay—1933 I.T.R, 341); (d) A Club, 
having for its object the control and encouragement of racing and horse- 
breeding, is carrying on a business (Calcutta—I I.T.C. 108); (e) Entering 
into wagering contracts regularly amounts to carrying on a business 
(Allahabad I I.T.C. 418); (f) Letting out house-property and stalls by a 
company owning houses and buildings and doing nothing else does not 
amount to carrying on a business (Rangoon—I I.T.C. 50) and (Calcutta— 
III I.T.C. 23). 

3. HINDU UNDIVIDED FAMILY 
[ Section 2 (g) ] 

1. Definition of “Hindu Undivided Family Hindu Undivided 
Family is a coparcenary, which must have joint family property and joint 
family income. Business carried on by family members, but with separate 
funds, cannot be assessed as Hindu Undivided Family. (Calcutta—VIII 
I.T.C. 147) and (Calcutta—II I.T.C. 80). 

2. Self-acquired Property. Such a property of a Hindu, if not thrown 
into the joint or common stock, cannot be joint family property during 
his life time. (Calcutta—1937 I.T.R. 90) and (Calcutta—19351.T.R. 123), 

3. Definition of “Joint Property”, (a) Ancestral property acquired by 
right of birth; (b) Self-acquired property of one of the family members 
thrown into the joint or common stock ; (c) Property purchased by a Hindu 
Undivided Family out of the family funds (Allahabad—X I.T.C. 292). 

4. Ancestral Properly, (a) The ownei of such property, who has no 
son [and no paternal male relative (though he has a wife and a daughter)] 
is assessable as an "Individual” (Calcutta—1937 I.T.R. 90) and (Calcutta 
—1935 I.T.R. 123); (b) This ruling is not applicable to cases where the 
Hindu Widows' Rights to Property Act, 1937 applies (Madras—1940 I.T.R. 
545). (Also vide cases given hereafter under Section 14 (1) ). 

4. PREVIOUS YEAR. 

[■Section 2 (11)] 

1, Year ending after 31st March. An assessee started business on 
18-4-1923 and, for the assessment year 1924-25, he submitted a Return 
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showing its profits for the 12 months ending on 17-4-1924. The Cora- 
missions determined this period as the assessee's “previous” year, of 
cottrse cm the motion of the Income-Tax Officer. Later on, the assessee 
contended that the business could not be assessed, as it was not in existence 
for a complete year before 1-4-1924. Held, that the period in question 
amounted to ^Previous year 1 ' and the assessment was valid (Lahore—II 
MX 167). 

2* Year containing more or less than 12 months . It is not necessary 
that an assesse must adopt as his “previous year” a financial year only, 
or a year avoiding two dates of 31st March falling within such year. He 
can adopt “Samvat or Divali” year containing more or less than 12 months 
(Lahore—1936 I,T.R. 5). 

3, Different Accounting years , Where an assesse is interested in his 
two different businesses with different accounting periods, he cannot fix two 
different dates which will give him two separate “previous years”. But, 
he can fix one date for his own business and another date for his him s 
business in which he is a partner and, if the date which he lias fixed 
lor his own business is earlier than the date which his firm has fixed, he 
cannot be compelled to include in thf Return of his Total income his *hare 
in the profits of the firm which were ascertained after the expiry of the 
accounting period adopted for his personal business (Bombay—1936 
U\R. 233). 


5. CHARGE OF INCOME-TAX. 

[Section j] 

1. English Case Law. The arrangement and language of the provi¬ 
sions of the Indian Income-Tax Act differ gicatty from those of the English 
Income-tax Act and the English Case lav. Hence, English decisions should 
be followed with caution. (Privy Council—VI I«T*(\ 180), 

2. Association of Prisons, (a) Proprietors (who were also managers) 
of five different Ice Factories formed themselves into an Association for 
the promotion and protection of then ice business. "They had control over 
the manufacture, sales and the distribution of the piofits, rates, prices, etc 
Held, that it was assessable as a firm (Lucknow—II I.T.C, 156); (b) 
A body of individuals had agreed to take in auction, work and share the 
profits from four toddy shops licensed in individual member’s names. Held 
that this was not an illegal association and that is should be faxed on the 
combined profits of the four shops. (Madras—II I, T. C. 472); (c) The 
definition of “Association of Persons” is a combination of persons formed 
for the promotion of a joint enterprise, banded together as co-advenfurets, 



but which 4|d not in law constitute a "partnership** under the Contract 
Act or the Partnership Act (Calctitta—IX l.T,C. 1). ♦ 

* 

6, TAXABLE INCOME. 

{Section 4 (1) ]* , 

L Accumulated Dividends . Assessee received past seven years' 
dividends in 1924 and claimed that these should be treated, as the income 
of the respective years 1917 to 1923, Held, the amount was the income of 
1924 in which it was received. (Calcutta—II I.T£, 524), 

2. Commission on Sales—where accrues . (Commission accrues at 1 the 
place where sales take place. (Bombay—1943 I.T.R. 128) and (Bombay—* 
V I.T.C. 108). 

3. Interest on Securities—where accrues . Interest on Government 
Pro-Notes was received at Hyderabad (Deccan)—Interest was "enfaced” 
for payment also at Hyderabad. As the Government loan was contracted 
and repayable in British India, the interest accrues and arises in British 
India even though the interest was made payable outside British India 
(Bomhav—IV LT.C. 332). 

4. Interest from Foreign Branches . An assessee doing business at 
Allahabad had branches outside British India. He charged interest to 
those branches for liis Capital invested therein. Interest accrues in 
British India. (Allahabad—1934 I.T.R. 164). 

5. Speculative transactions abroad . An assessee doing business in 
Bombay instructed his brokers at New York and Liverpool to enter into 
cotton speculative transactions at New York *and Liverpool Exchange, 
respectively. The profit on such transactions accrues outside British 
India, because the cotton contracts were made outside British India (Priw 
Council-1938 I.T.R. 521). 

6. Foreign income partly remitted , For the purposes of the thud 
proviso to Section 4 (1) in the case of a Registered Firm, the Statutory 
amount of Rs. 4,500 should be deducted from the Total income of the 
firm and not from the total income of each individual partner (Nagpur— 
1943 I.T.R. 259). 

7. Foreign income remitted in kind . A cotton mill doing business at 
Ahmedabad earned interest from Sterling Securities in England. Some 
machinery and stores were purchased in England out of such interest and 
brought into British India. This is not remittance of "income”, because 
such machinery and stores were not acquired for the purpdse of sale 
((Botnbay—VI I.T.R. 31). 
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8. Income deviated at source. Where a decree of the Court charges 
the assessee's whole resources with a specific payment to hi$ step-mother* 
income does not reach him to that extent because it is diverted at source. 
The payment to the Step-Mother is not such assessee's income liable to 
taxation in his hands (Calcutta—1933 I.T.R, 135—Privy Council). 

9. Reinvested interest , (a) Where the assessee accepted a new 
mortgage for a greater sum in discharge of a prior one plus the arrears of 
interest thereon, it did not amount to earning of “income". It is a mere 
receipt of a new substituted security and a substitution of one debt for 
another. There was no realisation of the original principal and interest 
(Patna—19331.T.R, 113—also Privy Council); (b) A liability to pay interest 
on a loan was satisfied by transference of promissory notes. The interest 
being not realised was not taxable. (Patna—1933 I.T.R. 94—also Privy 
Council). 

10. Property tn satisfaction of loans . Where a creditor purchased a 
mortgaged property in a Court sale, the excess of the purchased price of 
the property over the principal sum (loan) due amounts to realisation ol 
interest and such excess is taxable (Patna—1933 I.T.R, 94—also Privj 
Council). 

11. Where profits accrue, (a) Profits actually accrue or arise at the 
place where the goods are sold and not at the place where they are 
merely purchased for export, although by a fiction of law, a part of such 
income accruing outside British India may be deemed to have accrued in 
British India in the case of a non-resident, (A.I.R. 1926 Lahore 609); 
(b) The Commission on sales accrues where the sales take place (Bombay— 
1943 I.T.R. 128 and V I.T.C, 108) also (A.I.R. 1931 Bombay 236). 

12. Interest on compensation for Properties acquired. There is no 
doubt that such compensation itself is a capital Receipt and not taxable, 
but even the interest received on such compensation (which was not paid 
when due) is not “income" but is in the nature of damages and not 
taxable (Allahabad—1941 I.T.R. 9. Case Law discussed ), 

13. Mutual Benefit Society . On the principle of “mutuality", the 
Interest earned on loans advanced to the Society's own members is not 
taxable income. Interest earned from outside presons (e,g. Bank Deposits, 
etc.), is, however, taxable (Madras—IX I.T.C. 51 and Madras—I I.T.C. 
217) also (Madras—II I.T.C. 386). 

14. Clubs and Gymkhanas . Income derived from the members 
exclusively (e.g. subscription, etc.), is not taxable, but the income from 
Property (even if used by the members) is taxable. Income from non- 
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members \e.g„ from Cricket matches, Bank Deposits, Investments, etc.), is, 
however, taxable (Lahore— 1 1:T.C. 113). 

15. Chamber of Commerce, On the same principles of mutuality' as 
in the preceding case, income received from members is exempt. While 
those from outsiders is taxable (Nagpur—VI, T.C. 201). 

7. CHARITABLE TRUSTS. 

[ Section 4 ( 3 ) (i) ] 

1 . Newspaper Trust. A trust was created for conducting a news¬ 
paper, the income whereof was to be utilised to maintain the press and 
to keep up the liberal policy of the paper. Held as "charitable" purpose. 
(Lahore—1935 I.T.R. 246—Privy Council upset the ruling of the 'l.ahore 
High Court in favour of the assessee). 

2. Spinners’ Association. A trust for the purpose of developing 
the village industry of hand-weaving, materials being supplied to poor 
people for spinning and weaving into cloth. Held that it was a 
"Charitable” purpose (Privy Council— re. All-India Spinners’ Association 
—June 1944). 

3. Business. Business earned on by a Trust wholly for charitable 
purposes is exempt. "Property" within Section 4 (3) (i) includes "business”. 
(Lahore—1944 I.T.R. 385). 

4. Flying Club. Although the objects of the Club stated that the 
income should be utilised for the promotion of aviation, the income 
earned by the Club hom non-members (air displays and pageants) was 
taxable, as the “charitable” purpose was not established. (Court ot 
Session—Accountant Tax Supplement Dated 10—8—1935, page 331). 

5. Stud Farm. Income used for the improvement of horse-breeding 
is not a "charitable” purpose. (Lahore—VIII I.T.C. 439). 

6 . Alteration m Trust Deed. An endorsement subsequently made 
could not bring the trust income within Section 4 (3) (i), if the original 
Deed was not exempt thereunder. (Madras—G. D. Naidu Industrial 
Educational Trust). 

7. Bar Council. Income from its investments is exempt, but 
enrolment and examination fees are taxable (Madras—1943 I.T.R, 1 ), 

8 . Private Trust, (a) The assessee created a trust of certain properties 
for his own maintenance as well as that of his children and also for some 
religious purposes. After his family became extinct, the income was to be 
applied for the benefit of orphans and widows. Income was not exempt. 
(Lahore—-V LT.C. 402); (b) A trust for carrying on the agricultural, 
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industrial, commercial and other pursuits of a certain community was 
held as not "charitable” purposes. (AXR. 1930 Nagpur 226), 

& RELIGIOUS OR CHARITABLE INSTITUTIONS. 

[Section 4 ( 3 ) («)} 

L Chamber of Commerce * Not exempt as a "charitable" institution^ 
member’s own subscriptions, however, not taxable on the principle of 
mutuality (Allahabad IX I.T.C 1 . 393). 

9. CASUAL RECEIPTS. 

Section 4 ( 3 ) (vii)} 

L Money received by a lawyer tor the sale of his legal book is not 
"casualreceipt". (Nagpur—III LT.C. 346). 

2. Compensation for termination of managing agency is a 4 'Casual 
Receipt" (Calcutta—V LT.C. 211—Also Privy Council). 

3. A Director wanted to resign. Lump stun was paid to him to avoid 
resignation is not "Casual Receipt". (House of lx>rds—1940 LT.R. 75 of 
English cases). 

4. Profit on conversion of Securities by a Banking Company is not 
“Casual receipt". (House of Lords—Annotated Tax Cases 1932, page 413). 

5. A "Casual Receipt" in the hands of the recipient thereof need 
not necessarily be a casual expense to the payer thereof (Calcutta—VI 
LT.C 419). 

6. Where the transactions are sufficient in number and frequency to 
suggest that tlmre is a business, the income therefrom cannot be said to 
be of "casual" nature. (Accountant Tax Supplement D/-16.12.1933, 
page 469). 

7. (a) Statutory subsidy paid to a Beet Sugar Manufacturing 
Company in the event of certain contingencies is not "casual" receipt. 
{Court of appeal—Annotated Tax Cases—1935—page 521); (b) Subsidy 
received by a Railway Company from the Secretary of State is not 
“Casual Receipt" (Calcutta—VIII LT.C. 280). 

8. Gift to a Lawyer arising from the exercise of his profession, 
though not paid by his own client, is not “Casual Receipt". (Calcutta— 
1941 LT.R. 261). 

9. kumvbj paid to the vendor ot a business, preventing him horn 

carrying on another business for a certain period, is not "Casual Receipt”. 
(Bombay—IS*I I.T.R, 642). 



m 

i WL. €onspert9»tioa paid. to a Director fot telmqaishing’kis rigjit to 
fctttoe remuneration .payable under an agreement is "casqaT' recent 
Dmsioa—Tasc Cases Vol. XJCHIvpage 641) and (1942 LT&. 233)* 

’ 11. Benefit ; performance given to k Professional Football playOP Is 

not “Casual Receipt” (K B. Division—Tax Cases Vol. XXIII page 768). 

12. Lamp sum payment to a Director lor not doing a certain 
business within a certain area, in case his agreement came to an end 
before his term, is not taxable (House of Lords!—1943 I.T.R. 23) 

13. A receipt arising from business or profession, even of a casual or 
non-recurring nature, will be taxable (Allahabad—I I.'T.C. 590). 

r 

14. Profit made by a money lender by purchasing litigation in a Court 
auction is “Casual Receipt” (Madras—1935 I.T.R. 58). 

15. Supplying funds from time to time for prosecuting an appeal of 
the loans on the condition of receiving a reward in addition to the 
repayment of the loans. The reward when received is not "Casual 
income” (1935 I.T.R. 177). 


10. RESIDENCE. 

[Section 4 A] 

1. Foreign Branch tn British India. A foreign firm had a branch in 
British India. It was managed by a resident partner. The firm is resident, 
because the control and management was not wholly without British India 
(Madras—1942 I.T.R. 106 and 484). 

11. SALARIES. 

[ Section 7 ] 

1 . Foreign Government. Salary paid in a foreign country by a foreign 
‘Government to its officer residing in British India, for doing some work 
on behalf of his Government, is not taxable, as such income does not 
accrue or arise in British India (Rangoon—III I.T.C. 237). 

2. Sumptuary allowance. An officer is allowed salary plus sumptuary 
allowance and a rent-free residence, wherein his duly is to entertain his 
employer’s guests. Salary and house rent are taxable, but sumptuary 
allowance is exempt under Section 4 (3) (vi). (Patna—IX I.T.C. 9). 

3. Trustee’s remuneration. Trust of an agricultural estate, Remune¬ 
ration paid out of agricultural income is taxable (Calcutta—1941 I.T.R. 
292). 

4 . Benefit Performance. Receipt from a benefit football match paid 

to the emph>yee of a Football Club is taxable (King’s Bepch DMsipp— 
1942 I.T.R. ,35). 1 , . » > 1 . „ < •• , 

* 
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5. Commutation of Salary and Pension. Where salary as well as* 
pension are commoted and where the commutation for both axe separable,, 
the commutation for salary is taxable, but the commutation for pension 
is exempt. If inseparable, the whole is taxable (Court of Appeal—1943' 
I.T.R. J). 

6. Terminating Director-Manager’s service. > Payment to Director 
and Manager for not competing the business of his Company after termina¬ 
tion of service is not taxable, because it is not a profit from the office of 
Director and Manager (House of Lords—1943 I.T.R. 23). 

7. Compensation on compulsory Retirement. An Assistant Engineer- 
in Government service was compulsorily retired from service before his 
time. As a result of petitions, he was given compensation in lump sum. 
Held that this compensation was assessable, because the assessee had been 
treated as if he remained in service for the purpose of such compensation. 
(A.I.R. 1932 Madras 424). This should be distinguished from compensa¬ 
tion for loss of service contracted for a period of years, which has been 
exempted under the Income-Tax Act. (Explanation 2—Section 7 (1).). 

8. Gratuity on Termination of Service. A gratuity paid to an emp¬ 
loyee on termination of services (evidently for past services rendered) is. 
taxable. (Madras—1935 I.T.R. 461.) 

9. Where salary accrues. The Lord Bishop of Lucknow received an 
allowance from the Colonial Bishopric Fund, London. Although this amount 
was being paid to the credit of the Bishop's account in London from a fund 
in London, the allowance was income accruing in British India (and hence 
taxable) because the services were rendered in British India, the only 
condition attached to the payment being that it had to be made to the 
person who for the time being filled in the character of Lord Bishop of 
Lucknow. As soon as he left Lucknow, the allowance would be lost to him 
and it would become payable to his successor (A.I.R. 1932 Allahabad 151). 

10. Salary paid in Indian State. A high officer from an Indian State 
was paid an honorarium to the credit of his banking account (branch of a 
bank registered in British India) in that State. Later, on, he got the 
money transferred to the credit of his account in another branch of the 
same bank situated in British India, where the officer retired. Held that 
the amount was not assessable to tax in British India as the same was- 
received in the first instance outside British India (Patna—I I.T.C. 402). 

11. Compensation for loss of Managing Agency. Where the Agency 
contract of the Managing Agents of a Company is cancelled or teiminated 
before its contracted period and a lump sum compensation is paid for the- 
satne, the same is not taxable, being capital value of future oommissiom 
lost to the agents (Calcutta-—V I.T.C. 211—also Privy Council). 



12. INTEREST ON SECURITIES. 

(Section 83 . 

j 

1. Interest receivable outside British India. A security of the 
Government of India is issued, contracted and repayable in British India. 
Hence, its interest accuses in British India even if it be receivable outride 
British India. (Bombay—-IV I.T.C. 3*2). 

2. Securities purchased Cum-Div. An assesses purchased Government 
securities cum-dividend. Interest paid to the Vendor cannot be deducted 
from the six months* interest received by the assessee for the first time. 
The full six months' interest will be treated as the assessee'S income. 
(Hence, he will also get credit for [the tax deducted at source oh the 
whole of such six months’ interest) (Patna—IV I.T.C, 264 and Lahore—- 
IX I.T.C. 463). 

3. Banking Business. Interest from Investments (including Securities)' 
is "business " income (Bombay—1941 I.T.R. 95) 

4. Co-operative Society, (a) Interest on Debentures and Interest on 
Tax Free Securities owned by the Society. Interest paid on money 
borrowed for the purpose of purchasing these securities will be allowed 
proportionately against the interest earned on taxed securities (Debentures) 
only, no relief being admissible against the interest from the Tax Free 
Securities (Madras—1942 I.T.R. 490); (b) Interest from Securities and 
Investments is not a part of the " business profits ” of a Co-operative 
Society, so as to get exemption under Government Notification issued 
under Section 60 of the Income-Tax Act (Madras—3 I.T.C. 357, Madras— 
1933 I.T.R. 158 and Madras—VI I.T.C. 378). 

13. INCOME FROM IMMOVEABLE PROPERTY 
[ Section 9], 

1. Company owning Properties. A Company was formed for the pur¬ 
pose of owning and letting out properties. The income of the Company 
is not assessable as " business ” income under Section 10, but under Section 9’ 
(Calcutta—III I.T.C. 23 and Allahabad—V I.T.C. 442). 

2. Property taken on Lease. Income earned from subletting property, 
which is taken on lease from its owner, is to be assessed under Section 12— 
"Other Sources "-and not under Section 9 (Allahabad—IV LT.C. 324). 

3. Insolvent’s Property. Official assignee, who is in charge of such 
property, is the " owner “ within the meaning of Section 0 (Calcutta—X, 
I.T.C. 225). 



4. Property Abroad.. Income of property situated outside British India 
should be ascertained as per Section 9 and not Section 12 {Madras*—1944 
I.T.R. 254). 

5. Religious and Funeral Expenses. Payment of sack expenses out of 
the income of a property even though directed under a Will is not a 
""charge" and not admissible deduction (Calcutta—IX I.T.C. 295). 

9. Property in self-occupation. Collection charges are not admissible as 
•deduction from the annual letting value of such property (Patna—-V 
I.T.C. 35); (b) Where the assessee owns residences which are always ready 
fpr his occupation, though they may in fact never have been let, no 
vacancy allowance is admissible; (c) The word “Residence" in the 'proviso 
to sub-section (2) is applicable to human beings and not Companies 
^Calcutta—VIII I.T.C. 85). 

7. Litigation between co-owners. So long as litigation is pending, the 
shares of the parties could not be "definite and ascertainable”, in which 
■case the co-owners would be assessable jointly on the whole of the pro¬ 
perty income (Lahore—1944 I.T.R. 302). 

8. House Tax, Municipal Tax, etc. (a) Such taxes are not to be 
•deducted from Gross Rent before arriving at Annual Letting Value 
(Calcutta—VI I.T.C. 293; Lahore—IX I.T.C. 439; Allahabad—X I.T.C. 
234); (b) Such taxes are not admissible as Collection Charges (Bombay— 
3943 I.T.R. 320). 

t 

9. Annual Value. The rent payable by a tenant (relative) even 
under a lease is only prima facie evidence. In certain {cases, the rents 
actually paid for similarly situated properties in the same locality may 
be a good guide (Lahore—1936 I.T.R. 250). 

10. Interest on Mortgage or Charge, (a) A mere deposit of Title Deeds, 
outside the towns mentioned in section 59 of the Transfer of Property 
Act, will not amount to the creation of a "Charge” referred to in sub¬ 
section (1) (iv) (Allahabad—1933 I.T.R. 141); (b) Property owned by a 
Hindu undivided family. In order that interest may be admissible, the 
the "charge” should be created by the family as a whole and not merely 
by some of its members (1936 I.T.R. 164). 

14. INTEREST ON BORROWED CAPITAL 
[ Section 10 (2) (w)) 

1. Interest paid to Relatives and Servants. Onus of proof that the 
loans were borrowed for the purposes of the business rests with the 
assessee (Patna—II I.T.C. 146) also (Patna—II I.T.C. 281). 



% Guaranteed Interest m Gdptisd) -Guaranteed interest to, the share¬ 
holders is not admissible under". jj&fe subsection, (Madras—VH I.T.C. 
317) also (Calcutta—Vin I.T.C, 280). " , 

* * *' & ^ K 

3: iBraneft Miscentttmed, Loan borrowed for starting a Branch busi¬ 
ness. Business Unsuccessful and closed. Interest, is admissible all the 
same. (Madras—III I.T.C, 209). ' 

1 * s 

4. Moneylender and Agricultural lands. A Moneylender borrowed 
money for his money-lending business. Received agricultural lands in 
satisfaction of business loans, with the result that part of such borrowings 
became invested in such lands. The Investment on the whole ■ of the 
business borrowings is admissible (Madras—1937 I.T.R. 97). 

15.* CURRENT REPAIRS. 

[ Section 10 (2) (») ] 

1. Initial Repairs. Urgent repairs incurred at the tune of the 
purchase of a fixed asset in order to render the asset serviceable is of 
Capital nature and not admissible as a deduction from gross profit. (A-T.S. 
November 1934, page 485). Also (K.B.D.— Re. Law Shipping Co., Ltd,, 
November 1923). 

2. Railway Company. Repairs incurred in renewals of rails and 
sleepers are not admissible, being of Capital Nature (1933 I.T.R. 227). 

16. DEPRECIATION. 

[Section 10 (2) («*)] 

1. Leasing out a Mill. Letting put of Fixed assets is a business and 
the lessor (owner) thereof is entitled to claim depredation thereon. 
(Madras—II I.T.C. 251, also (Calcutta—VIII I.T.C- 177. Also Madras 
—1940 I.T.R. 41). 

2. Partition of Hindu undivided family. Original cost of the fixed 
assets paid on acquiring them by the family cannot be increased subse¬ 
quently, for the purposes of claiming depredation thereon, by the parties on 
the partition of the family asset (Nagpur—1939 I.T.R. 160). 

3. Original cost. Such .cost, for the purpose of depredation Is a 
question of fact based on evidence. Mere production of a contracted 
buy it af a certain price is not enough (Madras—1940 I.T.R. 307). 

4. Succession^ The question of depreciation admissible to the 
successor has been dealt' with by the Calcutta High Court arid the Privy 
Ccmhdl in the case of the Indian Iron & Steel Co. Ltd. Cldptitta—1^41 
IXR.-539C*tendPrivy Couneil—19481;TlR. 829). J " Uj ‘ ' * ™ 
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11 LOCAL RATES. 

[Section 10 (. 2) (**}} 

1, Loco} Rates based on ‘'Net” Profits. Inspite of an agreement with 
■a. District Board made by a Railway Co. to pay the Rates on the basis of 
Net Profits earned by the Company, the expenditure was disallowed to the 
Company, as it amounted to appropriation of income {Calcutta—II I.T.C. 
.509). 

2. Cesses based on the turnover. As these cesses were based on the 
output of the Colliery and not upon its Net profits, the expenditure was 
-admissible as a deduction from gross profits. (Patna—I.T.C. 281). 

18. BUSINESS EXPENSES AND LOSSES. 

[Secfi'ow 10 (2) (**»)] 

1. Standing Surety, (a) A firm stood surety for another firm of a loan. 
The latter became insolvent The former cannot claim the loss as a set off 
against income (Lahore—II I.T.C, 12). (b) Sale of Mills to a Limited 
Company. Shares of the Company were underwritten. Vendors were 
.appointed Secretaries and Agents of the Company. Vendors claimed the 
loss of the loan which could not be recovered from the Underwriters. 
Loss was not admissible as a deduction (Bombay—III I.T.C. 83). 

2. Underwriting Commission, (a) Such an expense paid by a newly 

Started Company on issue of its Share capital is of a Capital nature and 
hence not allowable (Bombay—I I.T.C. 125). (b) Brokerage on issue 

of shares or debentures also inadmissible (Nagpur—VI I.T.C. 28). 

3. Payment to rival tradesman. Assessee doing business as carrying 
contractor—Payment made to a rival Contractor for not competing with 
him is not admissible, being of Capital nature (Madras—III I. T.C. 44). 

4. Bad Debts, (a) Onus lies on the assessee to prove that a parti¬ 
cular debt, or a part thereof under the new Act, became irrecoverable in a 
particular year (Lahore—II I.T.C. 236) and (Nagpur—II I.T.C. 355). 
(6) If a debtor (customer) turns insolvent, the debt becomes a bad debt 
in the year in which the final dividend in his insolvency is received by the 
assessee (creditor) (Rangoon—1941 I.T.R.339). (cl If a debt is written 
■off with some ulterior (not bonafide) motive, e.g., the debtor is a relative 
-of the assessee and no legal action was taken to recover the same, the 
Joss is not admissible (Allahabad—VI I.T.C. 110). (d) If a debt has 
been acquired from a predecessor as a part of the business as a going con¬ 
cern and if it turns bad in the hands of the successor (purchaser of the 
business), the loss is admissible (Patna—1944 I.T.R. 118). (e) A statute 



ibarred debt is not necessarily bad (an honest creditor might pay it all the 
same), nor is a debt which is not Statute barred necessarily good (the 
debtor might be a pauper), though the age of the debt is a relevant matter 
to take into consideration. It depends on actual facts of each case 
<34 Bombay L.R. 1071). (/) It is tbe duty of the assessee to write off 
-a debt within a reasonable time, because old bad debts are not admissible 
(Bombay—IVI.T.C. 318). (g) Effect of obtaining a decree against a 
debtor (1936 I.T.R, 380). (A) One partner taking a document from 
another partner for the latter’s share of loss (Bombay—1933 I.T.R. 309). 

5. Theft or embezzlement, {a) Loss incurred by—is admissible if two 
-conditions are fulfilled, viz., (1) It must be a loss of part of the stock- 
in-trade and (2) it must be incidental to the business (Madras—IV I.T.C. 
438). (b) Income-Tax Officer will take into account loss arising by theft 
-by outsiders or due to negligence of employees, if the loss took place in the 
normal course of business and/or the amount involved was necessarily 
kept for the purpose of the business in the place from which it was lost. 

6. Cancellation of a Contract. Dishonest breach of agreement is not 
incidental to a trade—Hence, damages paid for such breach are not 
admissible (Madras—1943 I.T.R, 454). 

7. Royalty. Royalty paid for purchase of rights of manufacturing and 
selling Patent medicine is a Capital Expenditure, even if paid by instal¬ 
ments (Madras—VI I.T.C. 65). 

8. Preliminary Expenses. Such expenses on the formation of a 
Limited Company are not allowable (Madras—VI I.T.C. 83). 

9. Alimony. This payment is allowed, being part of an assessee’s 
income never reaching him at all (Privy Council—VI I.T.C. 449). 

10. Minimum Rent and Royalty. Although according to Accoun¬ 
tancy principles. Royalty is debited to Profit and Loss Account where the 
minimum rent payable exceeds the actual royalty and tbe excess (short¬ 
working) is carried forward and shown in the Balance Sheet on the assets 
side, for the purpose of computing taxable profits, tile whole of 
the minimum rent should be treated as an expenditure of that year 
(K. B. Division—Crawford Ironstone Co. Ltd.—D/—8-10-1944—T. R. 251). 

11. Low Costs, (a) Filing a suit to restrain another Company from 
using same Trade Mark. Expenditure allowed. Past case Law was discussed 
(Nagpur—1943 I.T.R. 266). (b) Legal expenses incurred in recovering 
profits and capital from a past partnership are admissible (Patna—1944 
I.T.R. 344). (c) Law costs for defending a suit to prevent a liability or 
doss arising in future was not allowed (Calcutta I.T.R. 1941—page 573). 
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However, m vilsw of the new sub-section (2) (sdi) and in view ofthte- 
Fnglish decision in case No. 12 hereof, such expemffture would now be* 
admissible. 

12. Inconvenient trade relationship. Payment made for putting an entk 
to inconvenient trading relationship and to avoid losses occurring in future 
is a payment for the purposes of the trade and hence admissible (Court of. 
Appeal—1940 I.T.R. Supplement 41). 

13. Ex-partner’s Share of Loss. A partner is not entitled to set off 
aghinst his income his ex-partner's share of loss owing to latter’s inability 
to pay (Privy Council—IX I.T.C. 282) also (Bombay—VIII I.T.C. 224). 

14. Lump sum payments to Directors. ’For notes and comments, see 
'(Appeal Court—1942 I.T.R. 95 and 157). 

15. Valuation of Stock-in-trade, (a) There should be uniformity and 
consistency in the mode of valuing stock. Loss incurred by valuing the 
opening Stock at cost price, instead of at the usual practice of market price 
(at which it was valued as the closing stock in the preceding year) 
cannot be allowed (Madras—II I.T.C. 14). (6) An I.T.O. must not 
re-value only the closing stock for the purposes of arriving at the true profit 
of a business. He should re-value both the opening as well as the dosing 
stock on a uniform basis (Bombay—III I.T.C. 91). 

16. Payment based on Net Profit Usually, such a payment is treated as 
appropriation of income and inadmissible, but not always. Payment made 
to employees in lieu of or in addition to salary or by way of co m mission is 
admissible (Privy Council, dated 8-4-1937; Bombay—1936 I.T.R. 90), 

17. Property in satisfaction of debt. In a money-lending business, an 
asset taken over in satisfaction of the debt (loan) is of the nature of the 
money-lender’s stock-in-trade. Hence, profit or loss on the sale thereof is 
of revenue nature and admissible in the year in which the asset is finally 
sold (Rangoon—1941 I.T.R. 347) (Madras—IV I.T.C. pages 188 and 200). 

18. Fines and Penalties. Fines recovered by Government (even if 
incidental to the business) and legal expenses incurred in resisting the 
imposition of a fine and penalty are inadmissible (Madras—I I.T.C. 227). 

19. Subscriptions to Trade Associations. A Coal Mining Company paid 
annual subscription to a Coal Owners' Association. This was admissible 
(K. B. Division—1933 I.T.R. 12)- 

19. METHOD OF ACCOUNTING. 

, - , [Section 13], 

£ - ,1* Complicated Accounts «• Accounts kept -according^ to the method 
employed by4h* assessee from yeai: to-year should not be re jetted by the’ 



Income-Tax Cffijcersimply because they are complicated (Lahore— 
II UX..188).." * 

Z~ ‘ Accounts not balanced. Accounts should not be rejected merely 
because they are not balanced (*'. e. Trial Balance or Balance Sheet not 
prepared). The Income-Tax Officer must not shirk duty to ascertain profit 
from such accounts (Patna—II I.T.C. 94). 

• 3. Changing the method. If an assessee has adopted “ Mercantile ” 

system of accountancy, he must stick to it and should not contend to be 
assessed on " cash ” basis subsequently (Madras—II I.T.C. 365). 

4. Running Contracts. If an assessee does not ascertain his profit 
made on partly finished contracts at the end of each year, where contracts 
are running over a number of years, the Income-Tax Officer will be Justi¬ 
fied in estimating such profit (He may, however, allow an assesSee to 
ascertain his profit only where contracts are completed, if that be the 
assessee’s method employed in the past yCars) (Lahore—II I.T.C.432). 

5. Special method of Accounting* An assessee whs engaged in several’ 
lines of business. For years past, he used to ascertain the profit only 
when a particular line Would cease. Unless specific order was issued by 
the Income-Tax Officer for discontinuing this method and directing adop¬ 
tion of a different method, the assessee was entitled to be assessed on the 
basis of his old method (Nagpur—III I.T.C. 57). 

6. Money-lending Business. The income of an assessee used to be 
computed by the Income-Tax Officer on the basis of accrued income on tire 
total circulating capital. When assessing him on the actual interest realis¬ 
ed in cash in a subsequent year, the assessee was entitled to show that a 
certain receipt of interest was included in, or covered by, the previous 
computation (Rangoon—IV I.T.C. 160). 

7. Best judgment Assessment. An arbitrary assessment without dis¬ 
closing the facts’ and figures on which it was based by the Income-Tax 
Officer is illegal, though made under Section 13. (Allahabad—IV I.T.C.454). 

8. One Trading Account foy more than ayeaf , An assessee did not 
prepare a separate trading account for each of the two years but prepared 
only one account for both the years. Section 13 was properly applied 
by the Income-Tax Officer. (Lahore—VII I.T.C, 372). 

20. INCOME RECEIVED FROM HINDU UNDIVIDED FAMILY. 

' . ‘ (Section 14 (I) ] 

1. Gratuitous Allowance paid to the assessee by his son out of the 
income of his owh property (inherited from his maternal grandfather) is 
not exempt ^Rtftna—H:LT<0.92).L.I . i.'/kv 
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2. Compromise with Hindu Undivided Family* Maintenance allowance 
received by the widow of a deceased member of the family, upon making 
a compromise With the members of the family, is exempt, (Patna—1942, 

I.T.R. 229). 

3. Impartible Estate. Income received by the Senior Member of the 
family as a single holder (owner) of the Estate is not the income of the 
Hindu Undivided Family but of an Individual. Hence, income received 
by the widow of another deceased member of the holders’ family from 
such income is not exempt (Madras—1937 I.T.R. 78; Patna—1942I.T.R. 
.249; Lucknow—1943 I.T.R. 235). 

(Also vide the cases given hereabove re: Hindu Undivided Family 
under Section 2 (9). ) 

21. TOTAL INCOME. 

[ Section 16] 

Transfer of assets to the Wife . Although the amendment in the 
Income-Tax Act, about treating the income of a wife from the assets 
transferred by the husband as the husband's own income, came into 
force in 1937, this amendment also applies to cases where the asset was 
transferred even before 1937 (Madras'—1942 I.T.R. 1; Patna—1941 
I.T.R. 137), 

2. Natural Love and affection does not amount to “adequate con¬ 
sideration” as used in this Section (Madras—19421.T.R. 1). 

3. Minor Children’s share in a partnership income could be included 
in the father's income even though the Hindu Undivided family had 
divided and the minor had contributed capital before 1937 (Madras—1941 
I.T.R. 668). 

4. Two separate firms, viz., I. Assessee, his brother, one minor son, 
and 3 others, and II. Brother, 2 minor sons and others. Minors are not 
nominees to father. Income of minor in Firm II should not be included 
in father’s Total Income (1943 I.T.R. 462). 

22. REVISED RETURN OF INCOME. 

[ Section 22 (3) ] 

1. Return discovered Incorrect. This sub-section does not apply to 
cases where a return is discovered as false or incorrect and a notice to 
produce accounts has already been issued (Nagpur—1939 I.T.R. 613). 

2. Subsequent application. A mere application, to the effect that 
-some more income may be included in the applicant’s Total Income as 



shown in the Ketum already filed, does not amount to a "revised return" 
<AHahfldmd^-iMl I.T.R. 130). 

23. PRODUCTION OF ACCOUNTS AND DOCUMENTS. 

[ Section 22 {4)3 

1. Insisting production of A ccounts etc. The Income-Tax Officer has 
no power under this sub-section to insist upon the production of accounts, 
etc. He should either proceed under Section 37 or make an ex-parte 
assessment under Section 23 (4), if the assessee refuses to produce the 
same. He has no right to enter into an assessee’s premises for this 
purpose and if he insists he runs the risk of being turned out 
(Lahore—II I.T.C. 197). 

2. Issue of Notice. A notice under this sub-section can be issued 
even after proceedings have been started under Section 23 (8) (Allahabad 
—VI I.T.C. 463 and Lahore—V I.T C. 159). 

3. Accounts of Branches . The Income-Tax Officer of an assessee’s 
principal place of business has jurisdiction to compel the production of the 
accounts of a Branch business carried on elsewhere. But, such powers 
should not be exercised oppressively (Cawnpore—IV I.T.C.61). 

24. ILLEGAL ASSESSMENTS. 

[ Section 23 (3) ] 

1. An assessee denied any income from a particular source. Yet 
without any proof Ihereagainst, the Income-Tax Officer estimated such 
income. The assessment was illegal (Calcutta—I I.T.C. 261). 

2. An assessment based on hearsay evidence, obtained from either 
his own staff or from some members of the public, without legal proof 
thereof is illegal (Lahore—II I.T.C. 176). 

3. The Income-Tax Officer should proceed on judicial principles and 
the evidence produced by an assessee should be accepted unless rebutted 
by other legal evidence. Otherwise, the assessment would be illegal 
(Lahore—II I.T.C. 188). 

4. Though an assessee has no right to demand copies of any reports 
made by an Income-Tax Inspector or an Officer, or to cross-examine the 
informant, the Income-Tax Officer is bound to show to the assesse e the 
material on which he wants to make the assessment, so that the asses s ye 
may meet the Income-Tax Officer’s arguments. If not, the a-ss^asw^ t is 
invalid (Sind—1940 I.T.R, 159). 
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i 5. Where'a Return filed is incorrect, an ex*parte assessment 
without issuing notice under Section 23 , (2) was illegal (A.I.R, 192$- 
Lahore 201), 

f \ 

6, An ex-parte assessment without giving 30 dear days is invalid 1 
(1935 I.T.R. 112 Lahore). 

‘ 1 25. EX-PARTE ASSESSMENTS. 

[ Section 23 (4) ] 

1. Invalid, Return, (a) A Return was filed, but no figures were shown 
therein and the word “Loss” was entered near the ‘‘Total Income” 
column. This was held as “invalid” return and ex-parte assessment 
was treated as valid (Calcutta—II I.T.C. 324), (b) No figures were 
filled in and the word "Blank" was entered near the "Total Income” 
column of a Return, which was sent with a covering letter disputing 
assessibility. Ex-parte assessment under these circumstances was 
justified (Lahore—III I.T.C. 69). (c) A Return filed after an assessment 
is made, although before a notice of demand under Section 29- 
was served on the assessee, is not a valid return (Lahore—19361.T.R.117), 

2. Company m Liquidation. A liquidation judge can go behind (set 
aside) an ex-parte assessment, in order to see that the assessment is just 
and fair, in the interests of the creditors (also shareholders) of the company 
.and is made on the correct income of the Company (Lahore—XI I.T.C. 368). 

3. Reasonable Opportunity. After a Return is filed, reasonable time 
and opportunity should be given to an assessee to produce evidence 
(Calcutta—V I.T.C. 459). 

4. Calling for irrelevant Accounts. Ex-parte assessment should not be 
made for failure to produce irrelevant accounts called for under Section 22 (4) • 
(Allahabad—V I.T.C. 458). 

5. Insufficient or suspicious Evidence. Ex-parte assessment should 
not be made simply because the evidence or accounts produced under 
Section23 (2) was insufficient or suspicious (Patna—II I.T.C. 94) also 
(AJ.R, 1932 Rangoon 52). 

6. Denial of existence of accounts. Ex-parte assessment is justified 
where an Income-Tax Officer has good reasons to believe that certain 
accounts or documents are withheld by the assessee although they'were 
called for under Section 22 (4) (IV I.T.C, 61). 

, 7 . Capricious Assessment, (a) An assessment even though ex-parti 
should be made according, to the rules of reason and justice and not 
arbrttwty .> An assessment made oaRst 1,00,000/- on the basis of a k Ins¬ 
pector’s Report, which was undated and which did Botr bentialn* whS/ 



-materials to support tibls figure, was held as capricious and arbitrary, parti, 
•eulariy because the assessee's income in preceding two years did not exceed 
Rs. 47,000 (Nagpur—1934 I.T.R, 246). (b) Tim words "best of his 

judgment" as used in Section 23 (4)' mean "The I.T.O. must make an assess¬ 
ment according to the rules of reason and justice and not according to 
private. opinion or. humour and that the assessment should not be arbi- 1 
trary, vague or fanciful, but it should be legal and regular” (Rangoon— 
IV I.T.€. 340) and (Lahore—V I.T.C. 159). 

26. DISTRIBUTING INSUFFICIENT DIVIDENDS. 

[ Section 23 A ] 

1. A company borrowed a loan from a Bank for buying some invest¬ 
ments on the condition that the income from those investments would be 
utilised by the Company in repayment of the loan (investments being left with 
the bank by way of security and the bank collecting the interest thereon), 
with the result that such interest income coujd not be distributed by way 
of dividend. Held that the company was legally precluded from distribut¬ 
ing a reasonable part (60% under this section) of its income. Hence, the 
section cannot apply in a case like this (House of Lords—Thomas Fatto- 
rini Ltd.—D/- 27-4-42. T.R. 67). 

SET OFF OF LOSSES. 

[Section 24] 

In computing the income or loss on preceding years, the carry forward 
of losses admissible under Section 24 (2) should be kept separate from 
any "unabsorbed depreciation" and would be dealt with under the proviso 
(b) to Section 10 (2) (vi) of the I.T. Act. 

27. DISCONTINUANCE OF BUSINESS. 

[ Section 25 (3)]. 

1. Change in Ownership, A business was transferred to a new 
company as a going concern. Held, that there was no discontinuance 
(Bombay—II I.T.C. 110). 

2. Disruption of Hindu Undivided Family. A business cannot be 
said to have been discontinued simply because the Hindu Undivided 
Family disrupted (Lahore—III I.T.C. 341). 

3. Money-lending Business, The assessee dies. Loans are outstand¬ 
ing on the date of death. No steps were taken to realise the loans. The 

!hUsines4 was not discontinued, even if rio fresh loans were advanced' after 
the date of death (Privy Council—VII I.T.C. 337). ’ 



28. SUCCESSION OF BUSINESS ASSESSED 
UNDER THE I. T. ACT OF l»18. 

[Section 25 { 4 ) 3 

1. Merely realising the assets and discharging the liabilities.on behalf 
of an <M firm does not amount to “ succession ” within the meaning: of this- 
sub*section (Lahore—1944 I.T.R. 367). 

2. This sub-section will apply, where a business was owned by a 
Hindu Undivided Family, which disrupted, and its business was continued 
by the members thereof as a partnership (Madras—1944 I.T.R. 97). 

29. PARTITION OF HINDU UNDIVIDED FAMILY. 

[Section 25A ] 

1. An Income-Tax Officer need not enquire into the question of 
disruption. He has to see whether the Joint Family property has in fact 
been, partitioned or divided. Where there is no evidence to prove the 
latter, this section will not apply (Patna—IX I.T.C. 471). 

2. A claim under Section 25A (1) lies where certain property has been 
treated as Hindu Undivided Family property by the Income-Tax Officer, 
even though it may not be so in fact (Lahore—1944 I.T.R. 289). 

3. This section will not apply where only a portion of the Joint 
Family property has been sold, but the family has not disrupted. Section 
25A applies only when the members of a Hindu Undivided Family claim 
a general partition (Privy Council—Sir .Sunder Singh Majithia). 

30. SUCCESSION TO A BUSINESS OR PROFESSION. 

[ Section 26 (2) ] 

1. A division of a business amongst the members of a Hindu Un¬ 
divided Family is no “succession ”. One must succeed the predecessor in 
carrying on the (business as a whole. (Rangoon—1934 I.T.R, 85; 
Rangoon—1940 I.T.R. 531). 

2. This section will not apply when all the members of a Hindu 
Undivided Family after partition convert themselves into a firm. Section 
25A will apply (Madras—IX I.T.C. 377). 

3. Mere transfer of certain assets does not amount to “ succession 
It must be the sale of an entire business as a going concern (9 A.T.C. 8). 

4. Some indication of a "succession” are: Sale of Goodwill—Con¬ 
tinuance of the style or description of the old business*—Intimation given 
to the old customers of the transfer to the new owner—Taking over the- 
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liabilities a# well aa the Assets of the old business, etc., (AX5. 225 dated 5 
19-9-1942), 

5. Hindu Undivided Family Business—Father dies—The business 
devolves on the son by right of survivorship—This is no “succession’' 
(Madras—|X I.T.C. 64). 

6. The section requires that the business succeeded to must be the 
"same” business and not a similar business (Madras—X I.T.C. 154). 

7. “Where a person succeeded cannot be found”—meaning of—Firm 
is dissolved, but its partners can be found. Assessment should be made 
on the "predecessors”, i.e., the partners, as per their actual income in the 
"previous” year (Madras—3941 I.T.R. 502). 

31. PARTNERSHIP REGISTRATION. 

[ Section 26A ] 

1. On the date of assessment, partners were not the same as shown 
in the Deed produced. Income-Tax Officer was justified in refusing to 
register the Firm (Rangoon—VIII I.T.C. 107). 

2. There is nothing in law against starting a partnership without 
capital (Madras —1939 I.T.R. 662). 

3. A series of letters passed between the partners may amount to a 
partnership deed (Calcutta—IV I.T.C. 475). 

4. For this section, a firm cannot be a partner in another firm in its 
corporate capacity (Allahabad—VI I.T.C. 226) (Madras—X I.T.C. 154). 

5. A firm cannot be a partner with a Hindu Undivided Family for 
the purpose of this section. A firm being a group of "individuals”, names 
and shares of individuals composing the firm must be clearly stated in the 
Deed (Lahore—IX I.T.C. 246). 

6. The shares of the minor partners being not definitely stated, the 
Deed cannot be registered (Madras—1942 I.T.R, 7), 

7. Hindu Undivided Family hitherto assessed as such must prove 
partition—mere existence of a partnership deed is not conclusive evidence 
if registration is desired (Rangoon—1938 I.T.R. 95). 

8. Hindu Undivided Family assessed as such in the past—Business 
deemed to continue as joint until an Order is made under Section 25A, 
Registration could be made after such order is passed. (Lucknow—1942 
I.T.R. 60). 

9. The partnership between A in his individual capacity and A as 
"guardian” of hi$ minor children, or A as “Karta” of his Hindu Undivided) 
Family, cannot be registered (Allahabad—1942 I.T.R. 219). 
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i 'vl& IUHhmIu' Undivided Family partitions only- its Business, without 
'partitioning its Landed Properties, and forms a firm for the business only, 

■ continuing m. Hindu Undivided Family as regards the properties. 
Registration was allowed (Patna—1944 I.T.R. 126). 

11. Sharing in the profit or loss of a business is not conclusive evidence 
- (though it may be a test) of partnership. A person can be an employee and 
yet share tfee profit or loss of the employer. (A.I.R. (10) 1939—B 410). 
and (27 Chancery Division 460). 

32. SUFFICIENT CAUSE TO RE-OPEN ASSESSMENT. 

[ Section 27 3 

When considering an application to re-open an ex-parte assessment 
there was sufficient cause for the assessee in not complying with the 
provisions of Section 23 (2) or 22 (4), the Income-Tax Officer should not 
act capriciously or arbitrarily, but he should act according to the rules of 
law, reason and justice (Rangoon—IV I.T.C. 87.; Rangoon—IV I.T.C. 340; 
Allahabad—III I.T.C. 375). 

33. PENALTY FOR CONCEALMENT OF INCOME. 

[ Section 28 ] 

1. The power to levy such penalty cannot be exercised in the course 
• of re-assessment proceedings if the latterhad not been properly commenced 

by the issue of a notice under Section 34 (Madras—II I.T.C. 372). 

2. Penalty cannot be enhanced by an Appellate Assistant 
Commissioner though he can enhance an assessment under Section 31 (3) (a) 
(Allahabad—V I.T.C. 275). 

3. Evidence adduced by an assessee for disclosing the real income 
should be admitted by an Income-Tax Officer, if not for the purpose of 
varying the assessment made under Section 23 (4), at least for showing 
whether no penalty or a smaller penalty ought to be imposed (Rangoon— 
VI I.T.C, 385) and (Rangoon—1933 I.T.R. 285). 

4. An ex-parte assessment was made on Rs. 75,000/-, the income 
declared by the assessee in his Return being Rs, 6,000/-. Proceedings under 
Section 28 (3) were taken and accounts were examined- Income was found 
to be Rs. 37,000/-. Quantum of maximum penalty is 150 percent, of 
Rs. 31,000/- (Rs. 37,000 less Rs. 6,000) (Rangoon—VII I.T.C. 334). 

5. Although an ex-parte assessment may be an estimate, penalty under 
Section 28 should not be a mere matter of guess work. Such evidence, as 
•would convince a reasonable minded man, is required before any penalty 
-could be levied j (Madras-d/- 15-3-1943, W.,V. Venkataramiah). 
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'& A revised return before assessment may be accepted for assessment 
■purposes. But, if the original return was ddib&atety made as fraudulent, 
penalty can be levied inspite of the revised return (A.I.R. 1032 

^Madras 433). t 

34. NOTICE OF DEMAND. 

t Section 29 ] 

1. There is no fixed period for the issue of Demand Notice, which 
-should be issued within a reasonable time (Patna—II I.T.C. 82). 

2. Assessment is not affected by mistaken Notice of Demand 
(Calcutta—IV I.T.C. 418). 

3. Service on employee is valid upto the date of cancellation ol the 
•letter of authority, even though the servant might have been dismissed 
before such date (Allahabad—1941 I.T.R. 193). 

35. ADMISSION OF APPEALS. 

[ Section 30 (1) ] 

1. Fresh Evidence and Objections. An Assistant Commissioner or 
High Court may or may not admit fresh evidence not placed or raised 
before an Income-Tax Officer (Lahore—V I.T.C. 313; Allahabad—1934 
I.T.R. 164; Madras—IX I.T.C. 41). 

2. Unregistered Firms. A partner of an unregistered firm, where 
§ 23 (5) (b) was not applied by the Income-Tax Officer, cannot appeal 
against his firm’s assessment, which should have been done by the Finn 
as a whole. (Lahore—1941 I.T.R. 190). 

3. Order under Section 25A. And I.T.O.’s assessment order also 
•dealt with Section 25A. There need not be a separate appeal for the latter, 
(Patna—1944 I.T.R. 355). 

4. Prescribed form and manner. An Assistant Commissioner is entitled 
to reject an appeal which is not in the prescribed form or verified in the 
prescribed manner, without calling upon the assessee to rectify the irre¬ 
gularity (Patna—III I.T.C. 405). 

36. HEARING OF APPEALS. 

[ Section 3] ] 

1. Enhancement. (<*) An Assistant Commissioner cannot enhance 
an assessment by assessing income from a certain source, which was not 
■assessed by the Income-Tax Officer (Fresh source can only be assessed 
by the Income-Tax Officer under Section 34) (Patna—II I.T.C. 4). 
in 
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(5) An Assistant Commissioner may enhance the assessment but ha cannot 
enhance the penalty imposed by the Income-Tax Officer (Allahabad: 
V—I.T.C. 275). 

2. Withdrawal of Appeals. An assessee cannot be permitted to with¬ 
draw his appeal. Once an appeal was lodged, it was the duty of the Assis¬ 
tant Commissioner to see that a true assessment was made. He may 
confirm the assessment or may enhance it (Lahore—19381.T.R, 370). 

3. Additional grounds of appeal. An Assistant Commissioner must 
admit before an appeal is decided additional or fresh grounds, which were 
Hot stated in the appeal already filed but which were sent in subsequent 
thereto (Lucknow—1937 I.T.R. 417). 

4. Illegal Orders. An Assistant Commissioner sent the case back to 
the Income-Tax Officer for a report on certain facts, of course after the 
assessee had appeared before him. Upon receipt of such report and acting 
thereon, the Assistant Commissioner passed his orders, without giving an 
opportunity to the assessee to rebut the information contained in the 
report. The appellate order was invalid (Patna—1935 I.T.R. 361). 

37. APPELLATE TRIBUNAL. 

[ Section 33 ] 

1. Fee of Rs. 100 . Such fee cannot be refunded if the appeal is time 
barred (Madras—1942 I.T.R. 467). 

2. Additional Grounds of Appeal. The Tribunal did not use its discre¬ 
tion judicially before refusing admission of additional grounds which were 
not stated in the original petition. (Nagpur—1943 I.T.R. 286). 

3. Ex-parte assessment. The validity of such assessment cannot be 
challenged by an assessee if no action was taken by him under § 27 
(Calcutta—1944 I.T.R. 327). 

38. REVISION PETITION. 

[ Section 33 A] 

1. Time to admit petitions. An assessment, which is illegal from the 
commencement, is not an assessment at all. Hence, it can be quashed at 
any time and the Commissioner should not have refused to exercise his 
discretion (Lahore—1944 I.T.R. 370). 

39. INCOME ESCAPING ASSESSMENT. 

[Section 34 ] 

L If it is once shown that income under one particular head had. 
escaped assessment, the assessee cannot resist proceedings under § 84, merely 



by, showing that income under other heads had been assessed it too high'- 
a figure {Calcutta—IV I.T.C* 447)* r ’ 

2. It is not incumbent on the Income-Tax Officer to re-open the o&i 
assessment as a whole and to ascertain de nemo the whole’assessable 
income (Allahabad—V I.T.C. 466; Madras—IV I.T.C. 106; Rangoon—V 
I.T.C. 104)* 

3. The assessment on an Insurance Company, based on actuarial 
valuation fox the period ending 31st March 1928, was made for the 
assessment year 1928/29 for the first time. No action could be taken 
under § 34 for the purposes of 1927/28 assessment, because income could 
not have been then ascertained at all (Lahore—V I.T.C. 24). 

4. Income already assessed from a particular source cannojt^ be 
reassessed under Section 34, unless (1) certain new facts have been dis¬ 
covered which were not there at the time of the original assessment and (2) 
it was proved by the Income-Tax Officer making the supplementary 
assessment that in fact certain income had been earned by the assessee 
from a particular source. A mere estimate of a higher flat rate of profit 
by the Income-Tax Officer making the supplementary assessment will not 
of itself suffice (Bombay—VIII I.T.C. 273). 

5. If an Income-Tax Officer has definite information before him and 
good ground for believing that there is escapement of income, it is not 
necessary to convince the assessee before issuing a notice under Section 34 
(Allahabad-3941 I.T.R. 618). 

6. A notice under § 34 can be issued even if an assessment became 
final in appeal (Allahabad—1942 I.T.R. 79). 

7. Even if no notice under Section 22 (2) was issued for the preced¬ 
ing assessment year, a notice can be issued under Section 34 in the current 
assessment year for the preceding assessment year (Bombay—X I.T.C. 77). 

8. An Income-Tax Officer must have some definite material or 
evidence before him before he could .say that income escaped assessment. 
Mere opinion is not enough. He could not have got such definite material 
in the absence of Samvat year 1990/91 accounts Past case Law was 
discussed (Bombay—1943 I.T.R, 44), 

9. An Income-Tax Officer cannot re-open an old assessment simply 
because there was a mistake of opinion or law made in the originaLassess- 
ment. He must have some new facts which were not before the Income- 
Tax Officer at the time of the original assessment. Past case Law was 
discussed (Bombay—1944 I.T.R. 17 and Calcutta—1934 I.T.R. 71). 



* j 10. High Court has power to interfere with the jurisdiction of the 
Income-Tax Officer, if proceedings under Section 34 are started by him 
in a case where income had not in fact escaped assessment (Calcutta— 
19361.TJR, 25). 

( 13. When a notice under Section 34 has been served on a person who 

died after making a return, the proceedings already so started can be con¬ 
tinued with his legal representatives, de novO proceedings being not 
necessary (Madras-19331.T.R. 277). 

( 12. An assessment made under Section 34 merely on surmises and 

hypothesis, and not based upon definite materials or facts, is invalid 
(Rangoon—1936 I.T.R. 209). 

13. An assessment made, by issuing a notice under Section 34 after 
the expiry of the prescribed period, is illegal (Calcutta—1934 I.T.R. 30 
and Patna I I.T.C. 303). 

14. The requirements of a notice undei Section 22 (2) may Ik; 
included in a notice under Section 34. It is not necessary to l-sne a 
separate notice under Section 22 (2) (Lahore—1936 I.T.R. 111). 

40. LEGAL EVASION OF TAX. 

1. It is not unlawful to avoid the liability to pay income-tax by 
employing means which are not forbidden by the Income-Tax Ac t (A.I.R. 
1928 Allahabad 81). 

2. If an assessee is clever enough to avoid taxation by legal means, 

he is at liberty to do so. There is nothing wrong in so conducting oneS 
affairs within the law as not to attract taxation (A.I.R 1932 
Bombay, 116). ... 

3. It is not proper to take the motives of an assessee in bringing 
about a particular arrangement into consideration and a person can, m 
any legal manner, circumvent the provisions of the Income-Tax Act 
(Madras—III I.T.C. 33). 

4. A person is entitled to take shelter under all sorts of devices 
that he may adopt within the law to avoid payment of taxes (Allahabad— 
IV I.T.C. 97 and Fatna—IV I.T.C. 264). 

41. ESTOPPEL AND RES JUDICATA. 

1. If the Income Tax Officer accepts the system of accounts adopted 
by an assessee in estimating his profit in one transaction, the Income-Tax 
Officer is estopped from computing profit from other analogous transactions 
in any manner other than the one adopted in the previous transaction 
-(Nagpur—HI I.T.C. 57). 



% An assessee was assessed on the income from certain mills con¬ 
tracts standing to his name- In a subsequent year, the assessee could hot 
be prevented from showing that income from some' of these contracts did 
not reach him and that it went to some sub-contractors, even though the 
contracts stood to his name, the doctrine of Res Judicata being not 
applied to Income-Tax cases (Rangoon—19341.T.R. 230). 

3. An Income-Tax Officer’s order, allowing a certain deduction for 
expenses or losses in a particular year, cannot bind him or his successor 
in a subsequent year (Lahore—V I.T.C. 254). 

4. The fact that the Income-Tax Officer had accepted in a previous 
year the allegation of the assessee, that there was a partition of the joint 
properties, will not on the ascertainment of proper facts debar the Income- 
Tax Officer in a subsequent year from treating the assessee as a Hindu 
Undivided Family (Lahore—VII I.T.C. 34). 

5. The doctrine of '* Res Judicata ” has no application to Ineome- 
1 ax cases, so as to prevent a decision m a prior year from being re-opened 
in assessments made in years subsequent thereto, provided that fresh facts 
have come to light in support of the later decision (Madras—III I.T.C. 
302; Patna—1943 I.T.R. 16, and Patna—1944 I.T.R. 296). 

42. RECTIFICATION OF MISTAKE. 

[ Section J 5 J 

1. In order to claim relief under this section, the assessee must 
show that the mistake was apparent from the record. Five assessments 
were made on the basis of 5 separate Returns of 5 businesses submitted to 
the names of different persons. Later on, it was discovered that all these 
businesses really belonged to one person only, who had his principal place 
of business in Bombay. Action was, therefore, taken to assess all these 
5 businesses together at the higher rate. Thereupon, the assessee put in 
a claim under Section 35 to the effect that the Bombay business had 
incurred a loss, which should be set off against the total income of 
the 5 businesses. The claim was disallowed as the mistake was not appa¬ 
rent from the record (Patna—I I.T.C. 400). 

43. POWER TO TAKE EVIDENCE ON OATH. 

[Section 37 ]' 

1. An Income-Tax Officer sought to prosecute an assessee under 
Section 196 of the Indian Penal Code for producing false accounts before 
him. Held, that the proceedings before the Income-Tax Officer were not 
judicial proceedings and that the Section 196 was not referred to to Section 
37 of the Income-Tax Act (Calcutta—III T.C, 428). 
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% When bolding an enquiry under Section 37, the Income-Tax Officer 
is not a Court (Sind—1940 I.T.R. 159). 

3. Section 37 does not empower an Income-Tax Officer to issue a 
commission for the examination of books, but only of witnesses (Lahore 
—1936 I.TJR. 222). 

44. AGENT OF NON-RESIDENT. 

[Sections 42 and 43] 

I. An assessee entered into speculative transactions with a non- 
Resident and made a loss, which was the profit of the Non-Resident, and it 
was remitted to him. The assessee was taxed as Statutory agent of the 
non-Resident. Held, that the assessment was invalid because there was 
no "business connection ” between the two (A.I.R. 1932 Nagpur 152). 

% A foreign manufacturer connot claim to deduct the profit made 
abroad (manufacturing profit) from the gross profit made on the sale of 
the goods in British India. Of course, he could claim all the cost of produ¬ 
cing the goods, of sending them to British India and of selling the goods 
(Calcutta—VI I.T.C. 123). 

3. A foreign principal could be assessed directly without the necessity 
of appointing an agent under Section 43 (Madras—I I.T.C. 147). 

4. Final determination of the question of agency could be postponed 
until the time comes to make the assessment (Privy Council—193H 
I.T.R. 61). 

5. No appeal lies to the Assistant Commissioner against the ordei 
under Section 43. But, when the assessment is made, the Agent can 
.appeal not only against the assessment, but also agamst his liability to be 
assessed as "Agent" (Lahore—1943 I.T.R. 553). 

6 . The statutory agent of a non-Resident is personally liable to pay 
the tax levied on him in the capacity of such agent. (I I.T.C. 1 ). 

7. No assessment could be made on a person as Agent of a non- 
Resident under Section 42 unless he was held as such under Section 43. The 
notice under Section 43 should, therefore, be issued every year in which such 
assessment is sought to be made (Lahore—1934 I.T.R. 350). 

8 . Interest paid by a resident on the loans borrowed from a non-resi¬ 
dent was income accruing to the non-Resident in British India and it could 
be assessed on the resident as "agent” for the non-Resident (Bombay 
and Pfivy Council—IV I.T.C. 312). Under the amended Income-Tax Act, 
Income-Tax at the maximum rate and Super Tax at the effective rate 
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should be deducted before such interest is paid to the nan-Reodent, 
unless the resident is willing to be assessed as the non-Resident's 
statutory Agent. 1 < 

0 . Dividends paid by a resident company to its non-Resident share- 
‘holders were income accruing to the non-Resident shareholders in British 
India (Privy Council and Bombay, V I.T.C. 177). Here also Super-Tax 
should be deducted by the Resident Co. from the Dividends paid to the 
non-Resident shareholders in excess of the statutory limit, unless the 
resident Company agrees to be assessed as the non-Resident’s statutory 
Agent- 


45. REFUND OF INCOME-TAX. x 

[ Section 48 J 

1 . That portion of the profit of a Limited Company, which could not 
be taxed in the hands of the Company, could also not be taxed in the 
hands of its shareholders when received as dividend (Calcutta-4935 I T R. 
65 and 1936 I.T.R. 270). 

2. The words “tax was recovered” as used in Section 50 mean "tax 
was received by Government" (Madras—II I.T.C. 466). 

46. PROSECUTION. 

[ Section 51 3 

1. A conviction under Section 51 cannot be maintained where the 
notice was not served as required by Section 63, vis., by registered post 
(Allahabad—11 T.C. 21). 

2. No prosecution can be made under Section 51, if the accused was 
found not guilty under Section 52 (Nagpur—1933 I.T.R. 384). 

47. FALSE STATEMENT IN DECLARATION. 

[ Section 52 ]. 

1 . The provisions of this section for compounding an offence are not 
intended to confer on the Inspecting Assistant Commissioner power to 
obtain as much money as possible by holding out a threat for prosecution 
(Allahabad—IV I.T.C. 97). 

2. “Person" under Section 52 also includes one who has authority 
both in law and in fact to make the Return (Madras—1941 I.T.R. 604). 

3. Verification of a petition under Section 30 was made at one place, 
while the Return was received at another place. A charge of an offence 
under Section 177 of the Indian Penal Code in respect of a false statement 
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in the verification can be legally tried only by the Court having juris* 
diction over the place where the verification took place (Madras—-I I.T.C* 
193). 

4, No reference can be made to the High Court of any question 
arising out of an order under Section 52 passed by a® Assistant Commissioner 
(Allahabad—1933 I.T.R. 182). 

48. DISCLOSURE OF INFORMATION. 

[ Section 54] 

1. Court has no power to order one party to the suit to obtain! 
copies of Returns, etc., for the other party's benefit (1938—I.T.R. 663- 
and 1941—I.T.R. 275 Madras). 

2. In a Civil Suit, some of the partners cannot call for the pro¬ 
duction of accounts deposited with the Income-Tax Officer (Madras—1941 
I.T.R. 693). 

3. Police is entitled to search Income-tax Office and seize documents, 
etc., wliich can be produced in Court (B ombay—X I.T.C. 429). 

49. SERVICE OF NOTICES. 

[ Section 63] 

1 . Notice under Section 23 (2) can be served on any member of a 
Firm (Madras—II I.T.C. 27). 

* 2- Since a notice was not properly served as required under Section 

63 (viz., by Registered Post), a conviction under Section 51 could not be 
maintained (Allahabad—I I.T.C. 21). 

3. Notice can be served on the authorised agent, whose authority 
can be implied from the nature of the work carried by him (Patna—V 
I.T.C. 133).- 

4. Notice served on the adult son, and even on a minor son in some 
cases, is valid (Allahabad—VI I.T.C. 130). 

5. Three persons used to be separately assessed. The Income-Tax 
Officer at the tune ot a certain assessment came to the conclusion that 
they were members of one Hindu Undivided Family and assessed them as 
such. Held, that the assessment was illegal, as no notices under Section 
22 (2) and Section 23 (2) were issued to the Hindu Undivided Family. 
Similar notices originally issued against the three persons separately were 

' not enough. (Allahabad—IV IXC. 454). 

6 . An assessee was liable to be assessed by an Assistant Commis¬ 
sioner (perhaps under the orders of the Commissioner or the Board)* An 



Income-Tax Officer issued to him a notice under Section 22 (2). This was 
accepted by the assessee through ignorance. - Still, it was invalid as the 
Income-Tax Officer had no jurisdiction over this assessee (Nagpur-**- 1 

IV I.T.C. 171). 

50. PRINCIPAL PLACE OF BUSINESS. 

[ Section 04 (l) ] 

1 . Where, before an-assessment is made, a question has arisen as to 
tire principal place of business, the Income-Tax Officer himself cannot 
decide the same, and an assessment made by him was illegal (Allahabad— 

II I.T.C. 304). 

' * ‘ * * \ 

2 . Proceedings started by one Income-Tax Officer could be conti¬ 
nued by another Income-Tax Officer. (Allahabad—1042 I.T.R. 103). 

3. Place of assessment decided by a Commissioner or the Central 
Board of Revenue cannot form the subject matter of appeal or reference to 
High Court (Allahabad-1941 I.T.R. 25). 

f 

51. REFERENCE TO HIGH COURT* 

[ Section 66 ] 

1 Whether an assessee was prevented by sufficient cause from 
submitting a return or producing accounts, etc., is a mixed question of 
tact as well as law. Hence, reference to High Court lies (Allahabad— 

III I.TC. 451 and Lucknow—1941 ITR. 286). 

2 . A judgment of the High Court cannot be revised except for 
accidental slips (Allahabad IV I.T.C. 60). 

3 No points of law not raised before the Income-Tax Officials could 
t>e consideied by High Court (Allahabad—IV I.T.C. 454 and Sind— 

V I.T.C. 31). 

4. High ( ourt has no power to excuse delay in filing an application 
under Section 66 (3) (Allahabad—VI I.T.C. 142). 

5. High Court cannot deal with matters not involved in a question 
formulated by the assessee (Allahabad—-VI I.T.C. 204). 

6 . There is no reference to High Court on any question arising out 
of an order Section 52, even if included in an appeal order (Allahabad— 

VI I.T.C. 248). 

7 . The practice of High Courts framing questions has been deprecat* 
ed by the Privy Council (Privy Council—1940 I.T.R, 495).—Also vide 
notes and comments in Part XVIII of VoL VIII of 1940 I.T.R. 
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8 . Where several points were raised in an application under Section 
66 (2), only one lee of Rs. HMfg for High Court reference is to be paid for 
the application as a whole and not in respect of each point (Rangoon—I 
LT.C. 362). 

9. Whore seveial persons have been separately assessed and all of 
them wish to refer only one question of law (which is common to them 
all), each of them should make a separate application (and not one joint 
application) with separate fee (Madras—II LT.C, 199). 

10. The Commissioner (now the Appellate Tribunal) must state all the 
facts of the case very clearly when making reference. A.LR. 1932, 
Bombay 116 (Patna-I I.T,C. 384 and II I.T.C. 453). 
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THE IlilrtAN INCOME-TAX ACT, 1922, 


(ACT No. XI «* 1922.) 

An Act to consolidate *nd Amend thm low rolotiog to Income-tax and Super-tax* 

[Including 1945 Amendments) 

Where Ah it is expedient to consolidate and amend the law relating to Income- 
tax and Super-tax; It is hereby enacted as follows;—- 

Short titte, Extent and 1. (1) This Act may be called the Indian Income-tax Act, 
Commencement, 1922. 

(2) It extends to the whole of British India, including British Baluchistan and the 
Sonthal Farganat* and applies also, within the Indian States and the tribal areas, toBri^sh 
Subjects who are in the service of the Crown or of a local authority established in the 
exercise of the powers of the Crown Representative or the Central Government in that 
behali, and to all other servants of the Crown in the said States and areas* 

(3; it shall come into force on tlie first day of April, 1922. 

Dtfteitiom,, 2. In this Act unless there is anything repugnant m the subject 

oi context,— 

(1) " agiicultuial income '* meaus— 

(a) am rent or revenue derived from land which is used for agricultural purposes, 

and is either assessed to land-revenue in British India or subject to a local 
rate assessed and collected by officers of the Crown as such ; 

(b) any income derived from such land by— 

(?) agncultme, or 

(n) the performance by a cultivator or receiver of retit-m-kind of any process 
ordinarily employed by a cultivator or receiver of rent-in-kind to render 
the produce raised oi received by him fit to be taken to market, or 

(m) the sale bv a cultivator or receiver of rent-in-kind of the produce raised 
oi received by him, in respect of which no process has been performed 
other than a process of the nature described in sub-clause [it) ; 

(r) am income derived from any building owned and occupied by the receiver o 
the rent or revenue of any such land, or occupied by the cultivator, or the 
receiver of rent-io-kmd, of any land with respect to which, or the produce of 
which, any operation mentioned in sub-clauses (n) and (???) of clause (b) is 
carried on : 

Provided that the building is on or in the immediate vicinity of the land, and 
is a building which the receiver of the rent or revenue or the cultivator or 
the receiver of the rent-in-kind by reason of his connection with the land, 
requires as a dwelling house, or as a store-house, or other out-building; 

(2) “assossee ” means a person by whom Income-tax is payable ; 

(3) “ Appellate Assistant Commissioner '* means a person appointed to be an 
Appellate Assistant Commissioner of Income-tax under section 5; 

(4) H business ” includes any trade, commerce, or manufacture or any adventure 
or concern in the nature of trade, commerce or manufacture; 
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(4A) "the Central Board of Revenue J * mean* th§ podMl Board pf Revenue 
constituted under the Central Board of Revenue Act, 1924 (XV of 1924) * 

(5) * 4 Commissioner M means a- person appointed to be a Commissioner of income- 
tax under section 5; 

(6) “ Company *' means a company as defined in the Indian Companies Act* 1913 
(VXI of 1913), or formed in pursuance of an Act of Parliament or of Royal Charter or 
tetters Patent, or of an Act of the'Legislature of a British possession or of a taw of an 
Indian State, and includes any foreign association, whether incorporated or not, which 
the Central Board of Revenue may, by general or special order, declare to be a company 
for the purposes of this Act; 

(6A) " dividend ” includes— 

(a) any distribution by a company of accumulated profits, whether capitalised or 
not, if such distribution entails the release by the company to Us share- 

A holders of all or any part of the assets of the company ; 

(ftj any distribution by a company of debentures or debenture-stock, to the 
extent to which the company possesses accumulated profits, whether ca¬ 
pitalised or not; 

(c) any distribution made to the shareholders of a company out of accumulated 
} profits of the company on the liquidation of the company: 

Provided that only the accumulated profits so distributed which arose during 
the six previous years of the company preceding the date of liquidation shall 
be so included; and 

id) any distribution by a company on the reduction of its capital to the extent 
to which the company possesses accumulated profits which arose after the 
end of the previous year ending next before the 1st day of April, 1933, whe¬ 
ther such accumulated profits have been capitalised ox not. 

provided that "dividend’ does not include a distribution m respect of any slum; 
issued for full cash consideration which is not entitled in the event of liqui¬ 
dation to participate in the surplus assets, when such distribution is made 
in accordance with sub-clause (c) or (< i). 

Explanation .— The words ' accumulated profits,' wherever they occur in this 
clause, shall not include ‘ capital profit ’; 

(6AA) “ earned income " means any income of an assessee who is an individual* 

Hindu undivided family, unregistered firm or other association of persons not being a 
company, a local authority, a registered firm or a firm treated as registered under clause 

( b ) of sub-section (5) of section 23— 

(a) which is chargeable under the head " Salaries " ; or 

(b) which is chargeable under the head M Profits and gains of business, profession 

or vocation " where the business, profession or vocation is carried on by the 
assessee or, in the case of a firm, where the assessee is a partner actively 
engaged in the conduct of the business, profession or vocation ; or 

(c) which is chargeable under the head "Other sources" if it is immediately derived 

from personal exertion or represents a pension or superannuation or other 
allowance given to the assessee in respect of his past services fir the past 
services of an y deceased person: 
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and includes any such income which., though it is the income ol another person, 

is included in the asse$see*s income under the provisions of this Act, but does not 

include any such income which is exempt from tax under sub-section (2) of section 

14 or under a notification issued under section 60 ; 

(6B) “firm/* “partner" and '’partnership" have the same meanings respec¬ 
tively as in the Indian Partnership Act, 1932 (IX of 1932) provided that the expression 
4 partner* includes any person who being a minor has been admitted to the benefits 
of partnership; 

(6C) ” income " includes anything included in dividend as defined in clause 
<6A) and anything which under explanation 2 to sub-section (1) of section 7 is a profit 
received in lieu of salary for the purposes of that sub-section and any sum deemed to be 
profits under the second proviso to clause {mi) of sub-section (2) of section 10 and the 
profits of any business of insurance carried on by a mutual insurance association com¬ 
puted in accordance with Rule 9 in the Schedule; 

(6D) “Inspecting Assistant Commissioner" means a person appointed to fe an 
Inspecting Assistant Commissioner of Income-tax under section 5; 

(7) M Income-tax Officer " means a person appointed to be an Income-tax Officer 
under section 5; 

(8) “ Magistrate " means a Presidency Magistrate or a Magistrate of the first class 
or a Magistrate of the second class specially empowered by the Central Government 
to try offences against this Act, 

(9) “ person " includes a Hindu undivided family and a local authority; 

(10) “prescribed" means prescribed by rules made under this Act; 

(11) “previous year" means m respect of any separate source of income, profits 
and gams— 

(a) the twelve months ending on the 31st day of March next preceding the year 

for which the assessment is to be made up to a date within the Said 12 
months m respect of a year ending on anv date other than the said 3lst day 
of March, then at the option of the assessee the year ending on the day to 
which his accounts have so been made up : 

Provided that where an assessee has once been assessed in respect of a particular 
source of income, profits and gams, he shall not m respect of that source ex¬ 
ercise this option so as to vary the meaning of the expression ' previous year * 
as then applicable to him except with the consent of the Income-tax Officer 
and upon such conditions as the Income-tax Officer may think fit; or 

(b) m the case of any person, business or company or class of person, business or 

company, such period as may be determined by the Central Board of Revenue 
or by such authority as the Board may authorise in this behalf; or 

(c) where a business, profession or vocation has been newly set up in the financial 

year preceding the year for which assessment is to be made, the period from 
the date of the setting up of the business, profession or vocation to the 31st 
day of March next following or to the last day of the period determined under 
sub-clause (b), or, if the accounts of the assessee are made up to some other 
date than the 31st day of March and the case is not one for which a period 
has been determined by the Central Board of Revenue under sub-clause (6), 
then at the option of the assessee, the period from the date of the setting up 
of the business, profession or vocation to such other date; 

Provided that when such other date does not fall between the setting up of the 
business, profession or vocation and the next following 31st day of March, 
it shall be deemed that there is no previous year; and 


41 



when the assessee Is a partner in a firm, 'previous year' in respect of ills share- 
of the income, profits and gams of the firm means the previous year as deter* 
mined for the assessment of the income, profits and gains of the firm; 

(12) " principal officer M used with reference to a local authority or a company 
or any other public body or any association, means— 

(a) the secretary, treasurer, manager or agent of the authority, company, body 

or association; or 

(b) any person connected with the authority, company, body or association upon 

Whom the Income-tax Officer has served a notice of his intention of treating '• 
him as the principal officer thereof; 

(13) " public servant ” has the same meaning as in the Indian penal Code (XLV 
of I860); 

(14) "registered firm'* means a firm registered under the provisions of section 
26 A; 

(15) u total income " means total amount of income, profits and gains referred to * 
in sub-section (I) of section 4 computed in the manner laid down in this Act, and 

“ total world income " includes all income, profits and gains wherever accuring or 
arising except Income to which, under the provisions of sub-section (3) of section 4, 
this Act does not apply ; and 

(16) “ unregistered firm ” means a firm which is not a registered firm. 


CHAPTER i 


Charge of Income-Tax. 


3 , Where any Act of the Central Legislature enacts that income-tax shall be charged 

for any year at any rate or rates, tax at that rate or those rates 
Charge of Income-Tax s j ia jj ^ c harged for that year in accordance with, and subject 
to the provisions of, this Act in respect of the total income of the previous year of every 
individual, Hindu undivided family, company and local authority, and of every firm 
and other association of persons or the partners of the firm or members of the associ¬ 
ation individually. 

4. (1) Subject to the provisions of this Act, the total income of any previous 
year of any person includes all income, profits and gains from 


Application of Act 


whatever source derived which— 


(a) are received or are deemed to be received in British India in such year by or on • 

behalf of such person ; or 

(b) if such person is resident in British India during such year,— 

(t) accrue or arise or are deemed to accrue or arise to him in British India 
during such year, or 

{it) accrue or arise to him without British India during such year, or 

(Hi) having accrued or arisen to him without British India before the beginning 
of such year and after the 1st day of April, 1933, are brought into or 
received in British India by him during such year, or 

(c) if such person is not resident in British India during such year, accrue or arise 

or are deemed to accrue or arise to him in British India during such year: 

Provided that there shall not be included in any assessment for the year end¬ 
ing on the 31st day of March, 1940, both the amount of the income, profits 
and gains referred to i n sul>clause (ii) of clause ( b) and the amount of the - 



income, and g ains itAwM to to snbndtonse (*to) of clause *(&} but only 
the gtoator of these two amounts: 

Brovided farther that, to the case of a person not ordinarily resident to Brittsti. 
India, income, profits and gains which accrue or arise to him without British 
India ahall not be so included unless they are derived from a business control* 
led to or a profession or vocation set up in India or unless they are brought 
into or received to British India by him during such year: 

Provided further that if to any year the amount of income accruing or arising 
without British India exceeds the amount brought into British India to that 
year, there shall not be included to the assessment of the income of that year 
so much of such excess as does ndt exceed four thousand five hundred rupees. 

Explanation L —Income, profits and gains accruing or arising without British 
India shall not be deemed to be received in or brought into British India within 
the meaning of this sub-section by reason only of the fact that they are token 
into account to a balance sheet prepared in British India ,, 

Explanation 2.—Income which would be chargeable under the head 4 Salaries r 
if payable in British India and not being pension payable without India shall 
be deemed to accrue or arise in British India wherever paid if it is earned 
in British India, 

Explanation 3,—A dividend paid without British India shall be deemed to be 
income accruing and arising in British India to the extent to which it has 
been paid out of profits subjected to income-tax to British India. 

(2) For the purposes of sub-section (1), where a husband is non-resident in Bri¬ 
tish India, remittances received by his wife resident in British India out of any part 
of his income which is not included in his income shall be deemed to be income accruing 
in British India to the wife; 

(3) Any income, profits or gains falling within the following classes shall not be 
included to the total income of the person receiving them: 

(i) Any income derived from property held under trust or other legal obli¬ 

gation wholly for religious or charitable purposes, and to the case of pro¬ 
perty so held in part only for such purposes, the income applied, or finally 
set apart for application, thereto. 

(to) Any income derived from business carried on on behalf of a religious or 
charitable institution when the income is applied solely to the purposes 
of the institution and— 

(a) the business is carried on in the course of the carrying out of a pri¬ 

mary purpose of the institution, or 

(b) the work in connection with the business is mainly carried on by 

beneficiaries of the institution, 

(ii) Any income of a religious or charitable institution derived from voluntary 

contributions and applicable solely to religious or charitable purposes* 

(it) The income of local authorities except income from a trade or business 
carried on by the authority so far as that income is not income arising 
from the supply of a commodity or service within its own jurisdictional 
area. 

(to) Interest on securities which are held by, or are the property of any Pro¬ 
vident Fund to which the Provident Funds Act, 1925 (XIX of 1925), 
applies, 

{ v) Omitted by Act VII of lP39, 
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Any specif allowance, benefit or perquisite specifically granted to meet 
expenses wholly and necessarily incurred inthe performance of the duties 
Of an office or employment of profit* 

{trii) Any receipts not being receipts arising from business of the exercise of a 
profession, vocation or occupation, which are of a casual and non-re¬ 
curring nature, or not by way of addition to the remuneration of an 
r employee, > 

{viii) Agricultural income, 

(ix) Any income received by trustees on behalf of a recognised provident fund 
as defined in clause (a) of section 58A. 

(*) Any income received— 

(a) by a person accredited as representative in British India for 

political purposes of an Indian State or the Ruler thereof as his 
remuneration from the State or Ruler for service in such 
capacity; 

(b) by a Consul General, Consul, Vice-Consul or Consular Agent of a 

foreign State, as remuneration from such State for service in such 
capacity; 

(c) by a person employed by the consulate of a foreign State, not being 

a British subject or the subject of an Indian State, as remuneration 
from such foreign State for service in such capacity; 

{d) by a Trade Commissioner or other official representative in British 
India of the Government of any other part of the British Empire 
or of a foreign Government, as his official salary, if the official salary 
of the corresponding officials, if any, of the Central Government 
resident for similar purposes in the country concerned enjoy a 
similar exemption in that country; 

(e) by a member of the stall of a Trade Commissioner or official repre¬ 
sentative referred to in sub-clause (d), as his official salary, when 
such member is a subject of the country represented, anti the coun¬ 
try represented has made corresponding provisions for similar 
exemptions in the case of members of the staff of the corresponding 
officials of the Central Government. 

(xi) With effect from the 2nd day of September, 1939, the income chargeable 
under the head ‘'salaries " of a Nepalese member of the Nepalese Mili¬ 
tary Force serving with His Majesty's Forces, or of any member of an 
Indian State Force so serving, and any other income accruing or arising 
without British India which is received in or brought into British India 
by any such member while the Force to which he belongs is serving with 
His Majesty's Forces. 

Ill this sub-section "charitable purpose** includes relief of the poor, education, 
medical relief, and the advancement of any other object of general public utility, but 
nothing contained in clause (i), clause (ia) or clause (it) shall operate to exempt from the 
provisions of this Act that part of the income of a private religious trust which does not 
ensure for the benefit of the public. 

Resident in British Indie, 4A. For the purposes of this Act— 

{«) any individual is resident in British India in any year if he— 

(i) is in British India in that year for a period amounting in all to one hundred 
and eighty-two days or more; or 



(W) *m totaffia or has maintained for him a dwelling place in British Mb for 
& period or periods amounting in all to one hundred and 
days or more in that year, and is in British India for any time in that 
year ? car ^ I 

(tip) having within the four years preceding that year been in British India lost 
a period of or for periods amounting in all to three hundred and sixty* 
five days or more, is in British India for any time in that year otheiwbf 
than on an occasional or casual visit; or 

(w) is in British India for any time in that year and the Income-tax Officer is 
satisfied that such individual having arrived in British India during that 
year is likely to remain in British India for not less than three years 
from the date of his arrival; 


(5) a Hindu undivided family, firm or other association of persons is resident in 
British India unless the control and management of its affairs is situated 
wholly without British India ; and 


(c) a company is resident in British India in any year (a) if the control and manage¬ 
ment of its affairs is situated wholly in British India in that year, dr (b) if its 
income arising in British India in that year exceeds its income arising 
without British India in that year. 

Ordinary Residence. 4B. For the purposes of this Act— 

(a) an individual is ‘not ordinarily resident' in British India in any year if he has- 

not been resident in British India in nine out of the ten years preceding that" 
year or if he has not during the seven years preceding that year been in- 
British India for a period of, or for periods amounting in all to, more than 
two years ; 

(b) a Hindu undivided family is deemed to be ordinarily resident in British India 

if its manager is ordinarily resident in British India ; 

(c) a company, firtn or other association of persons is ordinarily resident in British 

India if it is resident in British India. 


CHAPTER II 

Income-tax Authorities. 

Income-tax Authorities. S * (*) There shall be the following classes of income-tax 
authorities for the purposes of this Act, namely:— 

(а) the Central Board of Revenue, 

(б) Commissioners of Income-tax, 

(c) Assistant Commissioners of Income-tax who may be either Appellate Assis¬ 

tant Commissioners of Income-tax or Inspecting Assistant Commissioners 
of Income-tax, 

(d) Income-tax Officers. 

(2) The Central Government may appoint a Commissioner of Income-tax for any 
area specified in the order of appointment, and may appoint Commissioners of Income- 
tax, not more than three in all, each to discharge, without reference to areas, and to the 
exclusion of any Commissioner appointed for any area, the functions of a Commissioner 
$n respect of any cases or classes of cases assigned to him by the Central Board of Revenue. 
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(8) Vo& Central Government may appoint m many Appellate or Inspecting 
AttteM Ourmfis^ners of Inoofxn^tax, and Income-tax Officer* as It thinks fit 

(4) Appellate Assistant Commissioners of Income-tax shall be under the direct 
control of the Central Board of Revenue and shall perform their functions in respect 
of such persona or classes of persons or of such incomes or classes of income car in respect 
of such areas as the Central Board of Revenue may direct and, where such directions have 
assigned to two or more Appellate Assistant Commissioner of Income-tax, the same 
persons or classes of persons or the same incomes or classes of income or the same area 
in accordance with any carders which the Central Board of Revenue may maim for the 
distribution and allocation of the work to be performed. 

(5) Inspecting Assistant Commissioners of Income-tax and Income-tax Officers 
shall perform their functions in respect of such persons or classes of persons or of such 
incomes or classes of income or in respect of such areas as the Commissioner of Income- 
tax may direct mid, where such directions have assigned to two or more Inspecting 
Assistant Commissioners of Income-tax or Income-tax Officers, the same persons or 
classes of persons or the same incomes or classes of income or the same area in accor¬ 
dance with any orders which the Commissioner of Income-tax may make for the distri- 
bution and allocation of the work to be performed. The Commissioner may, with the 
previous approval of the Central Board of Revenue, by general or special order in writ¬ 
ing, direct that the powers conferred on the Income-tax Officer and the Appellate Assis¬ 
tant Commissioner by or under this Act shall, in respect of any specified case or class 
of cases, be exercised by the Inspecting Assistant Commissioner and the Commissioner, 
respectively, and, for the purposes of any case in respect of which such order applies 
references in this Act or in any rules made hereunder to the Income-tax Officer and the 
Appellate Assistant Commissioner shall be deemed to be references to the Inspecting 
Assistant Commissioner and the Commissioner, respectively. 

(6) The Central Board of Revenue may, by notification in the official Gazette, 
empower Commissioners of Income-tax, Appellate or Inspecting Assistant Commissioner 
of Income-tax and Income-tax Officers to perform such functions in respect of such 
classes of persons or such classes of income or such area as may be specified in the noti¬ 
fication, and thereupon the functions so specified shall cease to be performed in respect 
of the specified classes of persons or classes of income or area by the other authorities 
appointed under sub-sections (2) and (3). 

(7} Assistant Commissioners of Income-tax and Income-tax Officers shall, for the 
purposes of this Act, be subordinate to the Commissioner of Income-tax for the area 
in which they perform their functions, or where they perform functions assigned ao 
them by a Commissioner of Income-tax appointed without reference to area, to that 
Commissioner* 


(7A) The Commissioner of Income-tax may transfer any case from one Income-tax 
Officer subordinate to him to another, and the Central Board of Revenue may transfer 
any case from any one Income-tax Officer to another. Such transfer may be made 
at any stage of the proceedings, and shall not render necessary the reissue of any notice 
already issued by the Income-tax Officer from whom the case is transferred. 

(8) AH officers and persons employed in the execution of this Act shall observe 
and follow the orders, instructions and directions of the Central Board of Revenue. 

Provided that no such orders, instructions or directions shall be given so as to 
interfere with the discretion of the Appellate Assistant Commissioner in the exercise of 
hi^appeHate functions, 

..... 


o 



CHAPTER HA 

Appellate Tribunaf. 

SA, (l) The Central Government shall appoint an Appellate Tribunal consisting 
of not more than fta persons to exercise the functions coaferietf 
m Appellate Tribunal by this Act. 

(2) The Appellate Tribunal shall consist of an equal number of judicial members 
- and accountant members as hereinafter defined: 

Provided that the Tribunal shall not be deemed to be invalidly constituted merely 
7 by reason of a temporary inequality caused by the death, retirement or removal of any 
i member. 

(3) A judicial member shall be a person who has exercised the powers of a District 
Judge or who possesses such qualifications as are normally required for appointment to 
the post of District Judge ; and an accountant member shall be a person who has, lor 
a period of not less than six years, practised professionally as a Registered Accountant 

• enrolled on the Register of Accountants maintained by the Central Government tinder 
the Auditors Certificate Rules, 1932: 

Provided that the Central Government may appoint as an accountant member Of 
the Tribunal any person not possessing the qualifications required by this sub-section; 
if it is satisfied that he has qualifications and has had adequate experience of a character 
which render him suitable for appointment to the Tribunal. 

(4) The Central Government shall appoint a judicial member of the Tribunal 
to be president thereof. 

(5) The powers and functions of the Appellate Tribunal may be exercised and 
discharged by Benches constituted from members of the Tribunal by the president of 
the Tribunal. 

(6) A Bench shall consist of not less than two members of the Tribunal, and shall 
be constituted so as to contain an equal number of judicial members and accountant 
members, or so that the number of members of one class does not exceed the number 
of members of the other class by more than one. 

(7) If the members of a Bench differ in opinion on any point, the point shall be 
decided according to the opinion of the majority, if there is a majority; but if the 

■ members are equally divided, they shall state the point or points on which they differ, 
and the case shall be referred by the president of the Tribunal for hearing on such point 
or points by one or more of the other members of the Tribunal, and such point or points 
shall be decided according to the opinion of the majority of the members of the 
Tribunal who have heard the case, including those who first heard it. 

(8) Subject to the provisions of this Act, the Appellate Tribunal shall have power 
to regulate its own procedure, and the procedure of Benches of the Tribunal in all 
matters arising out of the discharge of its functions, including the places at which the 
*the Benches shall hold their sittings. 


CHAPTER lit 

Taxable Income 

Save as otherwise provided by this Act, the following heads of income, pro¬ 
fits and gains, shall be chargeable to income-tax in the manner* 
hereinafter appearing, namely:**— *> 

(*) Salaries* 

. (It) Interest on securities* 


«4 

of Income 
arguable to 
Income-tax. 




{Hi) Income from property. ' L ' 

(iv) Profits and gains of business, profession or vocation, 

(v) Income from other sources. 

7* (|) The tax shall be payable by an assesses under the bead "Salaries" in* 
respect of any salary or wages, any annuity, pension or gratuity, 

Salwrte *’ and any fees, commissions, perquisites or profits in lieu of, or in 

addition to, any salary or wages, which are due to him frdra, whether paid or not, ot 
are paid by or on behalf of, the Crown a local authority, a company, or any other pub¬ 
lic body or association, or any private employer; and for the purposes of this sub-section 
advances by way of loan or otherwise of income chargeable under this head shall be 
deemed to be salary due on the date when the advance is received : 

Provided that the tax shall not be payable in respect of any sum which the assessee 
by the conditions of his employment is required to spend out of his remuneration 
wholly, necessarily and exclusively in the performance of his duties; 

Provided further that the tax shall not be payable in respect of any sum deducted 
from the salary payable by or on behalf of the Crown to any individual, being a sum 
deducted m accordance with the conditions of his service, for the purpose of securing 
to him a deferred annuity or of making provisions for his wife or children, provided that 
the hum so deducted shall not exceed one-sixth of the salary: 

Provided further that where tax is deductible at the source under Section 18, the 
assessee shall not be called upon to pay the tax himself unless he has received the salary 
without such deduction; 

Explanation? 1:—The right of a person to occupy free of rent as a place of residence 
any premises provided by his employer is a perquisite for the purposes of this sub¬ 
section. 

Explanation 2:—A payment due to or received by an assessee from an employer 
or former employer or from a provident or other fund is to the extent to which it does 
not consist of contributions by the assessee or interest on such contributions a profit 
received in lieu of salary for the purposes of this sub-section, unless the payment is made 
solely as compensation for loss of employment and not by way of remuneration for 
past services: i 

Provided that nothing herein contained shall render liable to income-tax any pay¬ 
ment from a provident fund to which the Provident Funds Act, 1925 (XIX of 1925), 
applies, or any payment from a recognised provident fund within the meaning of 
Chapter IXA is such payment is exempted from payment of income-tax under the pro¬ 
visions of Chapter IXA, or any payment from an approved superannuation fund within 
the meaning of Chapter IXB made on the death of a beneficiary or in lieu of or in com¬ 
mutation of an annuity, or by way of refund of contributions on the death of a benefi¬ 
ciary or on his leaving the employment in connection with which the fund is established. 

(2) Any income which would be chargeable under this head if paid in British India 
shall be deemed to be so chargeable if paid to a British subject or any servant of His 
Majesty in any part of India by or on behalf of the Crown or by a local authority esta¬ 
blished in the exercise of the powers of the Crown Representative or the Central Govern¬ 
ment in that behalf. 

8 . The tax shall be payable by an assessee under the head " interest on securities" 
in respect of the interest receivable by him on any security of the 
Interest on Seouritte*. Central Government or of a Provincial Government or on deben¬ 
tures or other securities for money issued by or on behalf of a local authority or a 
company; 

provided that no income-tax shall be payable under this section by the assessee 
in respect of any sum deducted from such interest by way of commission by a banker 



realising such interest on behalf of the assesses or lit* respect of any interest ps#ab!e or 
money bortwed for the purpose of investment in the securities by the assessee except 
interest chargeable under this Act which is payable without British India, not Mttp 
interest on a loan issued for public subscription before the ist day of April, 193$ unless 
not being interest on a loan issued for public subscription before the 1 st day of Apr$t 
1938, unless in respect of interest which is so chargeable tax has been paid or deducted 
under Section 18, or unless there is a person in British India who may be appointed an 
agent under Section 43 in respect of such interest: 

Provided further that no income-tax shall be payable on the interest receivable 
on any security of the Central Government issued or declared to be income-tax free 

Provided further that the income-tax payable on the interest receivable on any 
security of a Provincial Government issued income-tax free shall be payable by the 
Provincial Government, 

9. (1) The tax shall be payable by an assessee under the head ‘'Income from 

property J> in respect of the bona fide annual value of property 
property consisting of any buildings or lands appurtenant thereto of which 

he is the owner other than such portions of such property as he may occupy for the 
purposes of any business, profession or vocation earned on by him the profits of which 
are assessable to tax, subject to the following allowances, namely;— 

(t) Where the property is in the occupation of the owner or where it is let to 
a tenant and the owner has undertaken to bear the cost of repairs 9 sum 
equal to one-sixth of such value; 

(it) where the property is in the occupation of a tenant who has undertaken 
to bear the cost of repairs the difference between such value and the 
rent paid by the tenant up to but not exceeding one-sixth of such value; 

(tn) the amount of any annual premium paid to insure the property against 
nsk of damage or destruction ; 

(*v) where the property is subject to a mortgage or other capital charge, the 
amount of any interest on such mortgage or charge; where the property 
is subject to an annual charge not being a capital charge the amount 
of such charge ; where the property is subject to a ground rent, the amount 
of such ground rent ; and Where the property has been acquired, con¬ 
tracted, repaired, renewed or reconstructed with borrowed capital, 
the amount of any interest payable on such capital • 

Provided that no allowance shall be made in respect of any interest or 
annual charge payable without British India and chargeable under this 
Act not being interest on a loan issued for public subscription before the 
1st day of April, 1938, except interest or a charge on which tax has been 
paid or from which tax has been deducted under Section 18 or in respect 
of which there is an agent or the payee in British India who may be 
assessed under Section 43 ; 

(v) any sums paid on account of land revenue in respect of the property; 

(vi) in respect of collection charges, a sum not exceeding the prescribed maxi¬ 

mum; 

(vii) in respect of vacancies, that part of the annual value which is proportional 

to the period during which the property is wholly unoccupied or, where 
the property is let out in parts, the portion of the annual value appro¬ 
priate to any vacant part, which is proportional to the period during 
which such part is wholly unoccupied; 
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ffc) For Repurposes of this section, the expression '^annual value‘s Rail he deemed 
to mean Re sum for which Re property might reasonably be expected to let from year 
to year; 

Provided that, where the property is in the occupation of the owner for the put- 
poses of his owh residence, such sum Rail, for the purpose of this section* be deemed 
not to exceed ten per cent, of the total income of the owner. 

0) Where property is owned by two or more persons and their respective shares 
axe definite and ascertainable, such persons shall not in respect of such property be 
assessed as an association of parsons, but the Rare of each such person in the income 
from the property as computed in accordance with this section shall be included in his 
total income. 

10. (1) The tax shall be payable by an assesses under the head “Profits and 
gains of business, profession or vocation” in respect of the profit 

Business, or g a ^ s 0 f any business, profession or vocation carried on by him. 

(2) Such profits or gains shall be computed after making the following allowances, 
namely:— 

(i) any rent paid for the premises in which such business, profession or voca- 
ation is carried on, provided that when any substantial part of the pre- 
mises is used as a dwelling-house by the assessee the allowance under 
this clause shall be such sum as the Income-tax Officer may determine 
having regard to the proportional annual value of the part so used; 

(it) in respect of repairs, where the assessee is the tenant only of the premises, 
and has undertaken to bear the cost of such repairs, the amount paid 
on account thereof, provided that, if any substantial part of the pre¬ 
mises is used by the assessee as a dwelling-house, a proportional part 
only of such amount shall be allowed; 

(Hi) in respect of capital borrowed for the purposes of the business profession 
Co: vocation, the amount of the interest paid: 

Provided that no allowance shall be made under this clause in any case 
for any interest chargeable under this Act which is payable without 
British India, not being interest on a loan issued for public subscription 
before the 1st day of April, 1938, except interest on which tax has been 
paid or from which tax has been deducted under Section 18 or in respect 
of which there is an agent in British India, who may be assessed under 
Section 43 or, in the case of a firm, for any interest paid to a partner of 
the firm; * 

Explanation: —Recurring subscriptions paid periodically by shareholders 
Or subscribers in such Mutual Benefit Societies as may be prescribed, 
shall be deemed to be capital borrowed within the meaning of this clause ; 

' (iv) in respect of insurance against risk of damage or destruction of buildings, 
machinery, plant, furniture, stocks or stores, used for the purposes of 
the business, profession or vocation, the amount of any premium paid; 

(i/) in respect of current repairs to such buildings, machinery, plant, or fur¬ 
niture, the amount paid on account thereof; 

v(tri) in respect of depreciation of such buildings, machinery, plant, or furniture 
being the property of the assessee, a sum equivalent, where the assets 
are ships other than ships ordinarily plying on inland waters, to such 
percentage on the original tost thereof to the assessee as may in any case 



m mm of mm be prescribed and in any other case, to attch percentage 
on the written down value thereof as may in any case or class of cases 
be prescribed: 

Provided that*— ' * 

<«) the prescribed particulars have beep duly famished; 

{b} where full effect cannot be given any such allowance in any 1 year not being 
a year which ended prior to the 1st day of April, 1939, owing to them 
being no profits or gains chargeable for that year, or owing to the profit® 
or gains chargeable being less than the allowance, then, subject to the 
provisions of clause (a) of the proviso to sub-section (2) of section 24, 
the allowance or part of the allowance to which effect has not been given, 
as the case may be, shall be added to the amount of the allowance for 
depreciation for the following year and deemed to be part of that al* 
lowance, or if there is no such allowance for that year, be deemed to be 
the allowance for that year, and so on for succeeding years; and 

(c) the aggregate of all such allowances made under this Act or an!y Act, 
repealed hereby, or under the Indian Income-tax Act, 1386 (II of 1886), 
shall in no case, exceed the original cost to the assessee of the buddings, 
machinery, plant, or furniture, as the case may be; 

^ (vii) in respect of any machinery or plant which has been sold or discarded, the 
amount by which the written down value of the machinery or plant 
exceeds the amount for which the machinery or plant is actually sold 
or its scrap value : 

Provided that such amount is actually written off in the books of the 
assessee: 

Provided further that where the amount for which any such machinery 
or plant is sold exceeds the written down value, the excess shall be deemed 
to be profits of the previous year in which the sale took place ; 

(viii) in respect of animals which have been used for the purposes of the busi¬ 
ness, profession or vocation otherwise than as stock in trade and have 
died or become permanently useless for such purposes the difference 
between the original cost to the assessee of the animals and the amount, 
if any, realised in respect of the carcasses or animals; 

(ix) any sums paid on account of land-re venue, local rates or municipal taxes 
in respect of such part of the premises as is used for the purposes of the 
business profession or vocation; 

(%) any sum paid to an employee as bonus or commission for services rendered, 
where such sum would not have been payable to him as profits or divi¬ 
dend if it had not been paid as bonus or commission: 

Provided that the amount of the bonus or commission is of a reasonable 
amount with reference to— 

(#) the pay of the employee and the conditions of his service; 

(b) the profits of the business, profession or vocation for the year in 

question; and 

(c) the general practice in similar business professions or vocations; 

when the assessee's accounts in respect of any part of his business, pro¬ 
fession or vocation are not kept on the cash basis, such sum, in respect 
of bad and doubtful debts due to the assessee in respect of that part 
of his business, profession or vocation, and in the ease of an assessee 
carrying cm a banking or money-lending business such sum in respect 
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of loans made in the ordinary course of such business as the Income-tax 
Officer may estimate to be irrecoverable but not exceeding the amount 
actually written off as irrecoverable in the books of the assesses; 

Provided that if the amount ultimately recovered on any such debt or loan 
is greater than the difference between the whole debt Or loan and the 
amount so allowed, the excess shall be deemed to be a profit of the year 
1 in which it is recovered, and if less, the deficiency shall be deemed to be a 
business expense of that year: 

- (xii) any expenditure (not being in the nature of capital expenditure or personal 
expenses of the assesses) laid out or expended wholly and exclusively 
or the purpose of such business, profession or vocation. 

(3) Where any building, machinery, plant or furniture in respect of which any 
allowance is due under clause (tv) , clause (v), clause (vi) or clause (vtt) of sub-section 
(2) is not wholly used for the purposes of the business, profession or vocation, the al¬ 
lowance shall be restricted to the fair proportional part of the amount which would 
be allowable if such building, machinery, plant or furniture was wholly so used. 

(4) Nothing in clause (ix) or clause (xii) of sub-section (2) shall be deemed to 
] authorise the allowance of any sum paid on account of any cess, rate or tax levied on the 

profits or gains of any business, profession or vocation or assessed at a proportion of 
or otherwise on the basis of any such profits or gains ; and nothing in clause (xii) of sub¬ 
section (2) shall be deemed to authorise— 

(a) any allowance in respect of a payment which is chargeable under the head 

* Salaries' if it is payable without British India and tax has not been paid 
thereon nor deducted therefrom under section 18; or 

(b) any allowance in respect of any payment by way of interest, salary, commis¬ 

sion or remuneration made by a firm to any partner of the firm ; or 

(c) any allowance in respect of a payment to a provident or other fund established 

lor the benefit of employees unless the employer has made effective arran¬ 
gements to secure that tax shall be deducted at source from any payments 
made from the fund which are taxable under the head * Salaries.' 

(5) In sub-section (2) ,' paid' means actually paid or incurred according to the method 
of accounting upon the basis of which the profits or gains are computed under this sec¬ 
tion ; f plant' includes vehicles, books, scientific apparatus and surgical equipment 
purchased for the purposes of the business, profession or vocation; and * written down 
value' means— 

(a) in the case of assets acquired in the previous year, the actual cost to the assess©© ; 

(b) in the case of assets acquired before the previous year the actual cost to the 

assessee less all depreciation actually allowed to him under this Act or any 
Act repealed thereby, or under executive orders issued when the Indian in¬ 
come-tax Act, 1886 (II of 1886) was in force: 

Provided that where the provisions of the proviso to sub-section (2) of 
section 26 are applicable, the actual cost to the assessee referred to in 
clauses (a) and (b) shall be the actual cost to the person succeeded in, 
the business, profession or vocation. 

(6) A trade, professional or similar association performing specific services for 
its members for remuneration definitely related to those services shall be deemed 
for the purpose of this section to carry on business in respect of those services, and 
the profits and gains therefrom shall be liable to tax accordingly. 

(7) Notwithstanding anything to the contrary contained in sections 8, 0, 10, 12 
or 18, the profits and gains of any business of insurance and the tax payable- 



thereon shall he computed in accordance with the rates contained In the Schedule to 
Ifchie Act* * 

11, Omitted hy Section 12 of du Indian Income-tax (4«WiM4« 
mette) Act, 1939 {7 of 1939). f 




12. (1) The tax shall be payable by an assesses under the head "Income 
from other sources" in respect of income, promts and gains of 


Other Sources. 


every kind which may be included in his total income (if not 


^included under any of the preceding heads). 


(2) Such income, profits and gains shall be computed after making allowance 
for any expenditure (not being in the nature of capital expenditure) incurred solely 
for the purpose of making or earning such income, profits or gains provided that no 
allowance shall be made on account of— 


(a) any personal expenses of the assessee, or 

(b) any interest chargeable under this Act which is payable without British 

India, not being interest on a loan issued for public subscription be^re the 
1st day of April, 1938, or not being interest on which tax has foeefi paid 
or from which tax has been deducted under section \s, or 

(c) any payment which is chargeable under the head "Salaries," if it is payable 

without British India and tax has not been paid thereon nor deducted 
therefrom under section 18. 


(3) Where an assessee lets on hire machinery, plant or furniture belonging to 
him, he shall be entitled to allowances in accordance with the provisions of tlauses 
(iv), (*/), (vi) and (vu) of sub-section (2) of section 10- 

(4) Where an assessee lets on hire machinery, plant or furniture belonging to 
him and also buildings, and the letting of the buildings is inseparable from the 
letting of the said machinery, plant or furniture, he shall be entitled to allowances 
in accordance with the provisions of clauses ( iv ), (i>) and (vi\ of sub-section (2) of 
section 10 in respect of such buildings. 


Managing Agency 
Oommiasion, 


12A* When a managing agent of a company is liable under an agreement 
made for adequate consideration to share managing agency 
commission with a third party or parties, the said agent 
and the said party or parties shall file a declaration showing 
the proportion in which such commission is shared between them, and on proof to the 
satisfaction of the Income-tax Officer of the facts contained in such declaration, such 
agent and each such party shall be chargeable only on the share to which such agent 
or party is entitled under the agreement. 


13. Income, profits and gains shall be computed, for the purposes of 
.. . * section 10 and 12, in accordance with the method of accounting 

regularly employed by the assessee ; 

Provided that, if no method of accounting has been regularly employed, or if the 
method employed is such that, in the opinion of the Income-tax Officer, the income, 
profits and gains cannot properly be deduced therefrom, then the computation shall 
^be made upon such basis and in such manner as the Income-tax Officer may determine. 

14. (1) The tax shall not be payable by an assessee in respect of any sum 

Exemptions of a which he receives as a member of a Hindu undivided family, 

.general Nature where such sum has been paid out of the income of the family. 

(2) The tax shall not be payable by an assesses— 

(a) if a partner of an unregistered firm, in respect of any portion of his share 
in the profits and gains of the firm computed in the manner laid down in 
clause (6) of sub-section (1) of section 16 on which the tax has already 
been paid by the firm; or 
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(b) if & member of an association of arsons other than a Hindu undivided' 
family, a company or a firm, in respect of any portion of the amount 

4 which he is entitled to receive from the association on which the tax has * 

already been paid by the association; or 

(c) in respect of any income, profits or gains accruing or arising to him within 
an Indian State, unless such income, profits or gains are received or deemed to be 
received ih or are brought into British India in the previous year by or on behalf of 
the assesses, or are assessable under section 42, 

I*. <l) The tax shall not be payable in respect of any sums paid by an assesses 
Exemption to tbeo&e to effect an insurance on the life of the assessee or on the life of 
of We Insnrancee. a wife or husband of the assessee or in respect of a contract or 

a deferred annuity on the life of the assessee or on the life of a wife or husband of 
the assessee, or as a contribution to any Provident Fund to which the Provident Funds 
Act, 1825 (XIX of 1825) applies. 

(2) Where the assessee is a Hindu undivided family, there shall be exempted 
under sub-section (1) any sums paid to effect an insurance on the life of any male 
member of the family or of the wife of any such member. 

(2A) Nothing in sub-section (1) or sub-section (2) shall apply to so much of 
any premium or other payment made on a policy other than a contract for a deferred 
annuity as is in excess of ten per cent, of the actual .capital sum assured; and in 
calculating any such capital sum no account shall be taken of the value of any pne* 
miums agreed te be returned or of any benefit by way of bonus or otherwise which is to 
be or may be received either before or after death either by the person paying the 
premium or by any other person and which is not the sura actually assured. 

(3) The aggregate of any sums exempted under this section shall not, together 
with any sums exempted under the second proviso to sub-section (1) of section 7 and 
any sums exempted under sub-section (1) of section 58F, exceed in the case of an indivi¬ 
dual, one^sixth of the total income of the assessee or six thousand rupees, whichever 
is less, and in the case of a Hindu undivided family, one-sixth of the total income of 
the assessee or twelve thousand rupees, whichever is less. 

ISA. The tax shall not be payable by an assessee in respect of such portioni if 
any, of the earned income included in his total income as is direct- 
of*SS©d towme rti0T1 ed by the annual Act of the Central legislature fixing the rate 
or rates of tax for any year to be deducted in making an assess¬ 
ment for that year, and for the purposes of determining the rates at which income-tax 
(but not super-tax) is payable by the assessee for that year, his total income shall be 
deemed to be the total income reduced by the said portion. 

^S^B°detemlntog (1) In computing the total income of an assessee— 

the total income. 

(a) any sums exempted under the second proviso to sub-section (1) of section 7, 
the second and third provisos to section 8, sub-section (2) of section 14 and 
section 15 shall be included and any sum exempted under section 15A shall 
also be included except for the purpose of determining the rates at which 
income-tax (but not super-tax) is payable by the assessee to whom the 
exemption is given, 

(5) when the assessee is a partner of a firm, then, whether the firm has made a profit 
or a loss, his share (whether a net profit or a net loss) shall be taken to be any 
salary, interest, commission or other remuneration payable to him by the 
firm in respect of the previous year increased or decreased respectively by 
his share in the balance of the profit or loss of the firm after the deduction 
of any interest, salary, commission or other remuneration payable to any 
partner in respect of the previous year: 
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Provided thatifhiBShaye so computed is a loss, such loss may he set off or carried 
forward ami set of in accordance with the provisions of section 24 ; 

(c) all income arising to any person by virtue of a settlement or disposition whether 
revocable or not, and whether ejected before or after the commeacem&tt 
of the Indian Income-tax (Amendment) Act, 1939 (VII of 1939), from assets 
remaining the property of the settlor or disponer, shall be deemed to be in¬ 
come of the settlor or disponer, and all income arising to any person by virtue 
of a revocable transfer of assets shall be deemed to be income of the trans¬ 
feror : 

Provided that for the purposes of this clause a settlement, disposition or trans¬ 
fer shall be deemed to be revocable if it contains any provision for the re¬ 
transfer directly or indirectly of the income or assets to the settlor, disponer 
or transferor, or in any way gives the settlor, disponer or transferor a right 
to reassume power directly or indirectly over the income or assets : 

Provided further that the expression ‘ settlement or disposition * shall^for the 
purposes of this clause include any disposition, trust, covenant, agreement, 
or arrangement, and the expression * settlor or disponer ’ in relation to & 
settlement or disposition shall include any person by whom the settlement 
or disposition was made : 

Provided further that this clause shall not apply to any income arising to any 
person by virtue of a settlement or disposition which is not revocable for a 
period exceeding six years or during the lifetime of the person and from which 
income the settlor or disponex derives no direct or indirect benefit but that 
the settlor shall be liable to be assessed on the said income as and when the 
power to revoke arises to him. 

(2) For the purposes of inclusion in the total income of an assesses any dividend 
shall be deemed to bo income of the previous year in which it is paid, credited or distri¬ 
buted or deemed to have been paid, credited or distributed to him, and shall be increased 
to such amount as would, if income-tax (but not super-tax) at the rate applicable to the 
total income of a company for the financial year in which the dividend is paid, credited 
or distributed or deemed to have been paid, credited or distributed, were deducted 
therefrom, be equal to the amount of the dividend : 

Provided that when any portion of the profits and gams of the company out of which 
such dividend has been paid, credited or distributed or deemed to have been paid, 
credited or distributed was not liable to income-tax in the hands of the company, the 
increase to be made under this section shall be calculated upon only such proportion 
of the dividend as the amount of the profits and gains of the company liable to income- 
tax bears to the total profits and gains of the company. 

(3) In computing the total income of any individual for the purpose of assessment, 
there shall be included— 

(a) so much of the income of a wife or minor child of such individual as arises 
directly or indirectly— 

(?) from the membership of the wife in a firm of which her husband is 
a partner; 

(ti) from the admission of the minor to the benefit of partnership in a firm 
of which such individual is a partner; 

(hi) from assets transferred directly or indirectly to the wife by the husband 
otherwise than for adequate consideration or in connection with an 
agreement to live apart; or 
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(w) irom assets transferred directly or indirectly to the minor child, not 
being a marntd daughter, by such individual otherwise than for 
adequate consideration, and 

(6) so much of the income of any person or association of persons as arises from 
assets transferred otherwise than for adequate consideration to the person 
or association by such individual for the benefit of his wife or a minor 
child or both. 


17. (1) Wheie a person is not resident m British India, and is a British subject 

^ . . .. ^ as defined m section 27 of the British Nationality and Status of 

Determination of Tax ^ j ^ s 

Payable m Certain Aliens Act 1914 (4 and 5 Ueo 5 c 17), oi a subject of a State m 

Special Cases India or Burma, or native of a Tribal Area the tax, 

tax, payable by him or on his behalf on Ins total income shall be m am£$mt beating 
to the total amount of the tax including super-tax which would have been payable on 
his total world income had it been his total income the same proportion as his total 
income bears to his total world income , and in the case of any other non-resident person, 
the income-tax payable by him or on his behalf on his total income shall be at the maxi¬ 
mum rate and the super-tax payable thereon shall be an amount bearing to the total 
amount of super-tax which would have been payable on his total world income had it 
been his total income the same proportion as his total income bears to his total woild 
income 


(2) Where there is included m the total income of any assessee any income (includ¬ 
ing income from a share in an unregistered firm, if assessed as such) exempted from tax 
by or under the provisions of this Act the income tax excluding supei tax payable bv 
the assessee shall be an amount bearing to the total amount of the income tax e xc ludmg 
super-tax which would liavi been payable on the total income had no part of it been 
exempted the same proportion as the unexempted portion of the total income bears to 
the total income 


(3) Where there is included m the total income of anv assessee any m< ome exemp¬ 
ted from tax under clause (c) of sub-section (2) of s< etion 14, the super tax payable by 
the assessee shall be an amount bearing to the total amount of the super tax which 
would havi been payable on the total income had no part of it been so cxpunjited the 
same proportion as the total income less the portion as exempted bcais to the total in 
come 

(4) Where am income exempted from tax under cliusc ( c) of sub see lion (2) of 
section 14 which his been liken into a*.count undci subsection (2) oi sub-section 
(3) of this section as pirt of the total income of an assessc e for the purpose of dele runn¬ 
ing the income tix or super tax piyable bv him is in s subsequent voir brought into 
or received m British Tudia by tlu assessee and becomes charge iblc with tax accord¬ 
ingly the tax including super las, piyable by the assessee on his total income of that 
subsequent year shall bo— 

(а) the amount which bears to the total amount of the tax including supe r tax which 

would have been payable on his total income as reduced bv the amount of 
the income so brought into or received in British India had such lcduccd 
mco i" been his total income the same proportion as his total income bears 
to such reduced income or 

(б) the amount which bears to the total amount of the tax including super tax 

which would have been payable on the amount of the income so brought 
into or received in British India, had such income been his total income the 
same proportion as his total income bears to the amount of the income so 
brought into or received in British India, 
whichever is the greater 



(fy Where the amount of the total income of any assessee is deemed to he the total 
income reduced under the provisions of section 15A by an allowance for earned income, 
the expression ’ total income' m this section shall, for the purpose of determining 
tiie amount of income-tax (but not super-tax) payable by the assessee, be deemed to 
refer to his total income so reduced. 


CHAPTER IV 

Deductions and Assessment 

1’nymefit by Dodue- 18. (1) Repealed by section 7 of the Indian Income-tax (Second 

tloe *tSource imendment) Act, 1933. 

(2) Any person responsible foi paying any income chargeable under the head 
“ Salaries ’ shall at the time of payment, deduct income-tax and super-tax on the 
amount payable at a rate representing the average of the rates applicable to the esti¬ 
mated total income of the assessee under this head 

Provided that such person may at the time of making anv deduction increase or 
reduce the amount to be deducted undei this sub-section for the purpose of adjusting 
-any excess or deficiency arising out of any previous deduction or failure to deduct, 

(2 A) No thwithstanding anything hereinbefore contained for the purpose of making 
the deduction undei sub section (2) there shall be included in the amount payable any 
income ohaigeable undei, the head " Salaries ” which is payable to the assessee out 
of India by oi on behalf of the Clown and the value m rupees of such income shall be 
«alcnlated at the pr< scribed mtc of exchange 

(2B) Any pi ison responsible for pacing anv income chargeable under the head 
“ Salaries to a pc rson not resident m British India shall at the time of payment deduct 
income tax at the maximum rate and also super tax at the late or lates applicable to 
the estimated income of the issessee under this head 

(3) ihe person responsible foi pa>mg anv income chargeable under the head 
Interest on Secuuties shall unices otherwise presmbed in the case of any secunty of 

the ( entral Government at the time of payment deduct income-tax but not super-tax 
on the amount of the interest pa\able at the maximun rate 

Provided that where the Income tax Officer gives a certificate m writing (which 
xaitihcate he shall give in <\ery piopu cast on the application of the assesses) that to 
the best of his belief tilt total income or the total world income of a icupient will lx 
less than the minimum liable to income tax or will be liable to a tale of income-tax 
less than the maximum rate the person responsible foi pacing any income referred to 
m tins sub section or m sub-section (2B) as the case may be to such recipient shall 
until such Certificate is cancelled bV the Income-tax Otficer, pay the income without 
deduction or deduct the tax at such less late, as the case may be 

(3A) Any person responsible foi paying to a person not resident ui British India 
any interest not being Interest cm Securities or an\ other sum c hargeable under the 
provisions of this Act, shall, at the time of payment, unless he is himself liable to pay 
income tax thereon as an agent deduct income-tax at the maximum rate 

Provided that where the person so payable is a British subject as defined in section 
27 of the British Nationality and Status of Aliens Act, 1914 (4 <1 5 Geo 5, c 17), oi a 
subject of a State xn India or Burma, and the Income-tax Officer gives a certificate nx 
writing (which certificate he shall give in every propel case on the application of the 
assessee) that to the best of his belief the total world income of such person will be less 
than the minimum liable to income-tax or that his total income will be liable to a rate 
of income-tax less than the maximum rate, the person responsible for paying any income 
referred to m this sub-section shall, until such certificate is cancelled by the Income-tax 
12 



1?8 


Officer, pay the income without deduction or deduct the tax at such less rate, as the * 
case may "be : 

Provided further that nothing in this sub-section shall apply to any payment made 
in the course of transactions in respect ot which the person responsible for making the 
payment is deemed under the first proviso to section 43 not to be an agent of the payee, 

(3B) Where the Income-tax Officer has reason to believe that the total world in¬ 
come of any person residing out of British India to whom any interest not being 
'interest on Securities'’ or any other sum chargeable under this Act is payable will in 
anv year exceed the maximum amount which is not chargeable with super-tax undei 
the law for the time being in force, he mav, by order in writing, require the person 
responsible lor making such payments to such person to deduct at the time of pay¬ 
ment super-tax at the rates determined bv the Income-tax Office! to be applicable to the 
total world income of such person in that year. 

(3C) Where the person responsible for paving anv interest not lining " Interest 
on Securities ” or anv other sum chargeable under this Act to anv person makes to that 
person in any year payments exceeding in the aggregate the maximum amount whu h 
is not chargeable with super-tax under the law for the time being in force, the person 
responsible for making such payments shall, if he has not reason to believe that tie* 
recipient is resident in British India, and no order under sub-section (3B) has been 
received in respect of such recipient deduct at the time of payment supertax on the 
amount bv which the total amount of such payments exceeds the maximum amount 
not chargeable with super-tax at the rate applicable to such excess. 

(3D) Where the Income-tax Officer has reason to believe that any person wlm 
is a shareholdei in a company is icsident out of British India and that the total world 
income of such person will m any year exceed the maximum amount wine his not charge¬ 
able to super-tax under the law for the time being in force, he may, by order in wilting, 
require the principal officer of the company to deduct at the time of payment of anv 
dividend from the company to the shareholder in that year super-tax at such rate as 
the Income tax Officer may determine as being the rate applicable in respect of the 
income of the shareholder in that year. 

(3E) If in any year the amount of any dividend or the aggregate amount of auv 
dividends paid to any shareholder bv a company (incieased m accordance with the 
provisions of sub-section (2) of section 16) exceeds the maximum amount of the total 
income of a person which is not chargeable to super tax under the law foi the tune being 
in force, and the principal officer of the company has no icason to believe that the share 
holder is resident in British India, and no order under sub-section (3D) has been 
received m respect of such shareholder by the principal officer from the Income-tax 
(>fficer, the principal officei shall at the time of payment deduct super-tax on the 
amount of such excess at the late which v r ould be applicable under the law for the time 
being in force if the amount of such dividend or dividends (increased as aforesaid) consti¬ 
tuted the whole total income of the shareholder. 

(4) All sums deducted m accordance with the provisions of this section shall, foi 
the purpose of computing the income of an assessee, be deemed to be income received. 

(5) Any deduction made m accordance with the provisions of this section and any 
sum by which a dividend has been increased under sub-section (2) of section 16 shall 
be treated as a payment of income-tax or super-tax on behalf of the person from whose 
income the deduction was made, or of the owner of the security or of the sharelioklei, 
as the case may be and credit shall be, given to him thereof in the assessment, if any, 
made for the following year under this Act: 

Provided that, if such person or such owner obtains, in accordance with the pro¬ 
visions of this Act, a refund of any portion of the tax so deducted, no credit shall Ixr 
given for the amount of such refund: 
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Provided further that where such persons or owner is a person whose income is 
included under the provisions of clause (c) of sub-section (1) or sub-section (3) of section 
16, section 44D or section 44F in the total income of another person such other person 
shall be deemed to lie the person or owner on whose behalf payment has been made and 
to Whom credit shall be given m the assessment for the following yeai 

(6) Ail sums deducted m accordance with the provisions of this section shall bo 
paid with in the prescribed time by the person making the deduction to the credit of 
the Central Government or as the Central Board of Revenue directs. 

(7) If any such person does not deduct or after deducting fails to pay the tax as 
required by or under this section he and in the cases specified in sub-sections (3D) 
and (3E) the company of which he is the principal officer shall, without prejudice to au> 
other consequences which he or it may incur, be deemed to be an assessee m default in 
respect of th< tax 

Provided that th< Income tax Officer shall not make a dnection under sub-section 
(1) of se< tion 4b for the itcovery of anv penalty from such person unless satisfied that 
such person has wilfully failed to deduct and pay the tax 

(8) I he power to levy by deduction under this section shall be without preju 
(lice to am other mode of recovery 

(9) 1 vers person deducting income tax or super tax in accordance with the pro¬ 
visions of subsection (3) (3A), (3B) (3C) (ID) or (3h), bhall, at the time of payment 
of the sum from which tax has been deducted furnish to the person to whom such pa\ 
ment is madt a ccrtific ite to the effect that income tax or super tax has been deducted 
and specifying the imount so deducted the rate at which the tax has been deducted, 
and such othci particulars as may be prescribed 


Advaat e Payment 
tax 


18A. (1) M in the case of income mrespect of which provision is not made 
under section IS foi deduction of income tax at the time of pay 
ment the Income tax Olfitti may, on or afttr the 1st day of Apnl 
in anv financial year bv order in writing require an assessee to 
pay quart* i lv to the uedit of the (cntial (government on the J5th day of June, 15th 
div of Stpftmbc r 15th day of December and 15th day of March m that year respec 
tivdy an amount cquil to one quarter of the income tax and super tax payable on so 
much of such income is is included in his total income of the latest previous year in 
respect of which he has been assessed if that total income exceeded six thousand rupees 
Such income tax uul >upu lav shall be calculated at the rates m force for the* financial 
year m which he is rt quire d to pav the tax and shall bear to the total amount of in 
come tax and supet tax so calculated on the said total income the same pioportion as 
the amount of such inclusions lx ars to his total income or, m cases wheit under the pro 
visions of sub section (1) of section 17 both income tax and super tax or super-tax arc 
chargeable with retcience to the total world income, shall bear to the total amount 
of income tax and super tax which would have been payable on his total world income 
of the said previous yeai had it been his total income the same proportion as the amount 
of such inclusions beais to his total world income 


Provided that where the previous yeai of the assessee m respect of any source of 
income' ends after the 31st day of December and before the 30th day of April the ordti 
in writing issued by the Income tax Officer requiring the payment of income-tax and 
super tax on that source of income shad substitute for the four quarterly' payments 
hereinbefore specified three payments of equal amount to be made on the 15th day of 
September, the 15th day of Decembci and the 15th day of March, respectively 

Provided further that, if the assessee is a partner of a registered firm and an assess 
ment of the firm has been completed for a previous year later than that lor which the 
assessee’s last assessment has been completed, his share in the profits of the firm shall. 
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for the purposes of this sub-section, be included in his total income on the basis of the 
latest assessment of the firm; 

Provided further that, if after the making of an order by the Income-tax Officer 
and before the 15th day of February of the financial year an assessment of the assessee 
or of the registered firm of which he is a partner is completed in respect of a previous 

later than that referred to in the order of the Income-tax Officer, the Income-tax 
Officer may make an amended order requiring the assessee to pay in one instalment 
on the specified date, or in equal instalments on the specified dates if more than one, 
falling after the date of the amended order, the tax computed on the revised basis as 
reduced by the amount, if any, paid in accordance with the original order; but if the 
amount already paid exceeds the tax determined on the revised basis, the excess shall 
be refunded. 

(b) It the notice of demand issued under section 29 in pursuance of the order 
under clause (a) of this sub-section is served after any of the dates on which the instal¬ 
ments specified therein are payable, the tax shall be payable in equal instalments on 
each of such of those dates as fall after the date of the service of the notice of demand, 
or in one sum on the 15th day of March if the notice is served after the 15th day of Dec¬ 
ember. 

(2) If any assessee who is required to pay tax by an order under sub-section (1) 
estimates at any time before the last instalment is due that the part of fits income to 
which that sub-section applies for the period which would be the previous year for an 
assessment for the vear next following is less than the income on which he i-> required to 
pay tax and accordingly wishes to i pav an amount le^s than the amount which he is r»o 
required to pay, he may send to the Income-tax Officer an estimate of the tax payable 
by him calculated in the manner laid down m sub-section (1) on that part of his income 
for such period, and shall pay such amount as accords with his estimate in equal instal¬ 
ments on such of the dates apecified in sub-section (l)(u) as have not expired or in one 
sum if only the last of such dates has not expired : 

Provided that the assessee may send a revised estimate of the tax pa)able by him 
before any one of the dates specified in sub-section (!)(«) and adjust any excess or de¬ 
ficiency in respect of any instalment already paid in a subsequent instalment or in 
subsequent instalments. 

(3) Any person who has not hitherto been assessed shall, before the 15th da)' of 
March in each financial year, if his total income of the period which would be the pre¬ 
vious year for an assessment for the financial year next following is likely to exceed six 
thousand rupees, send to the Income-tax Officer an estimate of the tax payable by him 
on that part of his income to which the provisions of section 18 do not apply of the said 
previous year calculated m the manner laid down m sub-section (1), and shall pay the 
amount, on such of the dates specified in that sub-section as have not expired, by instal¬ 
ments which may be revised according to the proviso to sub-section (2) 

(4) Where part of the income to which sub-section (1), (2) or (3) applies consists 
of any income of the nature of commission which is receivable periodically and is not 
icceived or adjusted by the payer in the assessec's account before any of the quarterly 
instalments of tax become due, he may defer payment of tax on that part of hts income 
to the date on which such income would be normally received or adjusted and if 
he does so he shall communicate to the Income-tax Officer the date to which wh pay¬ 
ment is deferred: 

Provided that, if the tax of which the payment is deferred is not paid within fifteen 
days of the date on which such income or part thereof is received or adjusted by the 
payer in the assessee’s account, the tax shall be payable with six per cent, simple in¬ 
terest per annum from the date of such receipt or adjustment to the date of payment 
of the tax. 
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(5) The Central Government shall pay on any amount paid under this section 
simple interest at two per cent, per annum from the date of payment to the date of the 
assessment (hereinafter called the 4 regular assessment') made under section 23 of the 
income, profits and gains pf the previous year for an assessment for the year next fol¬ 
lowing the year in which the amount was payable; 

Provided that on any portion of such amount which is refunded under the fore¬ 
going provisions of this section interest shall be payable only up to the date on which 
the refund was made. 

(6) Where in any year an assessee has paid tax under sub-section (2) or sub-sec¬ 
tion (3) on the basis of his own estimate, and the tax so paid is less than eighty per cent, 
of the tax determined on the basis of the regular assessment, so far as such tax Telates 
to income to which the provisions of section 18 do not apply and so far as it is not due 
to variations in the rates of tax made by the Finance Act enacted for the year for which 
the regular assessment is made, simple interest at the rate of six per cent, per annum 
from the 1st day of January in the financial year in which the tax was paid up to the 
date of the said regular assessment shall be payable by the assessee upon the amount 
bv which the tax so paid falls short of the said eighty per cent : 

Provided that, where, as a result of an appeal under section 3! or section 33 or 
of a revision under section 33A or of a refei once to the High Court under section 66. 
the amount on which interest was payable under this sub-section has been reduced the 
interest shall be reduced accordingly and the excess interest paid, if any shall be refund¬ 
ed together with the amount of income-tax that is refundable ; 

Provided further that, where, a business* profession or vocation is newly set up and 
i-> assessable on the income, profits and gains of its first previous year in the financial 
vear following that m which it is sot up, the interest payable shall be computed from the 
1st day of April of the said financial year, 

(7) Wheie, on making the regular assessment, the Income-tax Officer finds that 
any assessor hav- - 

(a) under sub-section (2) or sub-section (3) underestimated the tax payable by him 

and thereby reduced the amount payable in any of the first three instal¬ 
ments, or 

(b) under sub-section (4) wrongly deferred the payment of tax on a part of his in¬ 

come, 

lit* may direct that the assessee shall pay simple interest at six per cent, per annum, 
in the tas«* referred to in clause (a) for the period during which the payment was 
deficient on the clitlcrence between the amount paid in each such instalment and 
the amount which should have* been paid having regard to the aggregate tax actu¬ 
ally paid under this section during the year, and m the case referred to in clause 
(6) for the period during which the payment of tax was wrongly deferred on tire 
amount of which the payment was so deferred: 

Provided that for the purposes of this sub-section any instalment due before 
the expiry of six months from the commencement of the previous year 
m respect of which it is to be paid shall be deemed to have become due fifteen 
days after the expiry of the said six months. 

(8) Where, on making the regular assessment, the Income-tax Officer finds that 
no payment of tax has been made in accordance with the foregoing provisions of this 
section, interest calculated in the manner laid down in sub-section (6) shall be added 
to the tax as determined on the basis of the regular assessment. 

|9) If the Income-tax Officer, in the course of any proceedings in connection with 
the tegular assessment, is satisfied that any assessee— 
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(a) has furnished under sub-section (2) or sub-section (3) estimates of the tax pay¬ 

able by him which he knew or had reason to behove to be untrue, or 

(b) has without reasonable cause failed to comply with the provisions of sub sec¬ 

tion (3), 

the assessee shall be deemed , in the case refeired to in clause (a), to have deliber¬ 
ately furnished inaccurate particulars of his income, and in the case referred to in 
clause {&), to have failed to furnish the return of his total income, and the pro- 
\isiOns of section 28 so far as may be shall apply accordingly : 

Provided that the amount of penalty leviable shall, m the case tefened to m clause 
(a), be a sum not exceeding one-and-a-half times the amount by which the tax ac 
tually paid during the year under the provisions of this section falls short of the 
tax that should have been paid by the assesseo under sub-section (1) or eighty 
per cent of the tax determined on the basis of the regular assessment as modi 
hed m the manner provided in sub-section (6). whichever is the less, and, m the 
case referred to m clause (6), one and a-half times the said eighty per tent 

(10) (a) If any assessee does not pay on the specified dates any instalment of tax 
that he is required to pay undei sub-section (1) and does not before the date on which 
any such instalment as is not paid becomes due, send under sub section (2) an estimate 
or a revised estimate of the tax payable by him he shall be deemed to be an assesset 
in default in respect of suih instalment or instalments 

(b) If any assessee has sent under subsection (2) or subsection (3) an estimate 
or a revised estimate of the tax payable by him, but does not pa\ am instalment in 
accordance theiewith on the date or dates specified m sub section (1) he shill be deemed 
to be an assessee m default in respect of such instalment or instalment- 

Provided that the assessee shall not, under clause (u) or (b) be deemed to Ik in 
default m respect of any amount of which the payment is deferred undei subsection 
(4) until attei the date communicated b> him to the Income tax OHuti undtr that sub 
section 

(1J) Anv sum other than a penalty or mfertst paid b\ or recovered fiom an use ssf < 
in pursuance of the piovisions of this section shall be tre vtul as a payment of tax m 
respect of the income of the period which would be the previous ye n for an as-»c -..merit 
for the financial year next following the year in which it wa. payable and < icdft there 
for shall be given to the assessed m the regular assessment 


19. In the case ot income m respect of which piovision is not made unde i sc etion 

18 for deduction of Income tax at the time of piynunt and m 

Payment in other any case where income tax has not been deducted m accordance 

Cases with the provisions of section 18 imomc lax shall be pviable 

by the assessee direct 

19A, Ihe principal othccr of every company shall, onoi before the lath day of 
June m each ycai furnish to the pi escribed officer i it turn in tin 
supply of Information prescribed form and \ erified m the prescribe el manner of the 
Regarding Dividends names and of the addresses, as entued m the registei of share 
holders maintained by the company, of the shareholders to whom 
a dividend or aggregate dividends exceeding such amount as may be pie scribed in this 
behalf has or have been distributed duimg the preceding year and of the amount 
so distributed to each such shareholder 


20 . Ihe principal ofiicer of every company shall at the time of distribution of 
Certificate by Company dividends, furnish to every person receiving a dividend a certih- 


to Shareholders 
Receiving Dividends 


cate to the effect that the company has paid or will pay me om< - 
tax on the profits which aie being distributed, and specifying such 
othei particulars as may be pi escribed. 
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20A. The pei son responsible for paying any interest not being ,r Interest on 
Secuntes " shall, on or before the fifteenth day of June in each 
Supply of information yfc&b furnish to the prescribed officer a letum m the prescribed 
Regarding interest, form and verified m the presen bed inanner of the names and 
addresses of all persons to whom daring the previous financial 
nar he has paid interest or aggregate interest exceeding such amount not being less 
than foui hundred rupees as may be prescribed in this behalf, together with the amount 
paid to each such peison, 

21. lhe pi escribed person m the case of every Government office, and the prin¬ 

cipal officei or the prescribed person in the case of every local 
Annual Return. authonty, companv or oilier public body or association, and every 
puvute emplover shall prejkire, and, within thirty days from the 
31st day of March m each year, deliver or cause to be delivered to the Income-tax 
Oificer in the pi escribed foim and veriiied m the presuibed manner, a letuin in writing 
showing— 

(a) the name and, so far as it is known, the address, of every person who w&s ro¬ 
oming on the said 31st day of Maich, or has received oi to whom was due 
during the yeai ending on that date, fjom the authout\, companv bod>, 
issoaation or puvate employer as the case may be, any income chargeable 
under the head " Salaries ' of such amount as may be presented ; 

(h) the amount of lhe income so received or so due by each such person and the 
time or times at which lhe same was paid or due, as the case may be , 

(c) the amount ihduet»d m respect of income-tax and super tax fiom the income 
of c uh such person 

22. (1) ] Jit Income tax Offn cr shall on or before the 1st da\ of May m each year 

give notice, by publication m the press and by publication in the 
loturn oi Income pre scribed minim requiring evtrv person whose total income 
dunng fh< pit vious vcai exceeded the maximum amount which 
s not (h irgcable to incomi fax to furnish within such period^ not being less than sixtv 
divs is miy be specified in the notice a return in the prescribed form and verified in 
the prescribed manner sitting forth (along with such other particular as may be r< - 
q Hired by the notice) Ins total income and total world income during that year 

Piovidcd tint tin linomc tax OllUei may in Ins dis< letion extend the date tor 
tht ckhvay of tlic Ktuin m the case of any ptison or class of persons 

(2) In the case of anv person whose total income is, m the Income-tax Officers 
opinion oi such an amount u to rindcr sudi person liable to income-tax the Income 
tax Officer may serve a notice upon him reepurmg him to furnish, within such period 
»ot being less than thnt\ days, as may be specified m the notice a letuin in the 
pi escribed foim and \ tithed m the pi escribed manner setting forth (along with such 
othci particulars as mav lx, ptttxidtd far in the notice) his total income and total 
world income dunng the previous year 

Provided that the Income tax Officer may in his discietion extend the date for 
the tie hveiy of the return 

(3) If any person has not furnished a return within the time allowed by or under 
sub-section (1) oi mb-set lion (2), or having furnished a return undei either of those sub 
sections, discovers any ommmicm or wrong statement therein, he may turmsh a return 
oi a revised return as the case may be at any time before the assessment is made 

(4) lire Income tax Officer may sci ve on any person who has made a return undei 
sub-section (l) or upon whom a notice 1ms been served under sub-section (2) a notice 
nqtuung him, on a date to be therein specified, to produce, or cause to be produced, 
such accounts or documents as the Income-tax Officer may zequire: 



184 


Provided that the Income-tax Officer shall not require the production of anv ac¬ 
counts relating to a period more than three years prior to the previous year 

(5) The prescribed form of the returns referred to in sub-section (1) and (2) shall 
m the case of an assessee engaged in any business, profession or vocation, require him to 
furmsh particulars of the location and style of the principal place wherein he carries 
on the business, profession or vocation and of any branches thereof, the names and 
addresses of his partners if any in such business profession or vocation and the extent 
of the share of the assessee and the shares of all such partners in th< profits of the busi¬ 
ness, profession or vocation and any branches thereof 

23, (l) If the Income tax Officer is satisfied without requiring the presence of 

the assessee or the production by him of any evidence that a 
Assessment tetum made under section 22 is coriect and complete, he shall 

assess the total income of the assess*e, and shall determine thi 
sum payable by him on the basis of such uturn 

(2) If the Income tax Officer is not satisfied without requiring the present* of 
the person who made the icturn or the production of evidence that a return made undu 
section 22 is coirect and complete ht shall serve on such person a notite requinru, 
him, on a date to tie therein specified either to attend at the Income tav Officer s offiu 
or to produce, or to cause to b* there produced an\ evidence on which such p< rson 
may rely m support of the return 

(3) On the da\ specified m the notice issued under sulr-section (2) oi as soon after 
wards as may be, the Income tax Office!, after hearing such evidence as such person 
may produce and such othu evidence as the Income tax Officer ma\ require on 
specified points shall b\ an order in wilting, assess the total income ol tilt assent 
and determine the sum pa\abie by him on the basis of such assi&srnent 

(4) If any peison fails to make tin return required by any notw ( givui under sub 
section (2) of section 22 and has not made a icturn or a nwstd icturn undei sub 
section (3) of the same section or fails to comply with all the terms of a notice issued 
under sub-section (4) of the same section or, having made a return fails to comply with 
all the terms of a notice issued under sub-section (2) of this section the Income tav 
Officer shall make the assessment to the best of Ins judgment and dctci mint the sum 
payable by the assessee on the basis of sucli assessment and m the cast of a firm, m »v 
refuse to registei it or may cancel its registration if it is already rtgjslued 

Provided that the rtgistration of a firm shall not be cancelled until fouitecn da>^ 
have elapsed from thi issue of a notice by the Iniomc tax Officer to thi firm mtmnttn 
his intention to cancel its rtgistration 

(5) iSothwithstanding anything contained in the foregoing subsections when 
the asstssee is a firm and the total income of the firm liras been assessed uncltr sub 
section (1), sub section (3) or sub-section (4), as the case may be — 

(#) m thi case of a registc red firm, the sum payable by the firm itself shall not lx? 
determined but the total income of each partner of the firm including there 
m his shaic of its income, profits and gams of the previous year, shall be as 
sessed and the sum payable by him on the basis of such assessment shall be 
determined. 

Provided that if such share of any partner is a loss it ^hall be set off against lus 
other income or earned forward and set off m accordance with the provisions 
of s< c tion 24 . 

Provided further that when any of such partners is a person not resident in 
British India, his share of the income, profits and gams of the firm shall be 
assessed on the firm at the rates which would be applicable if it were assessed 
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on him personally, and the sum so determined as payable shall be paid bv 
the ten; and 

(h) in the case of an unregistered firm, the Income-tax Officer may instead of deter¬ 
mining the sum payable by the firm itself proceed m the manner laid down 
in clause (a) as applicable to a registered firm, if, m his opinion, the aggregate 
amount of the tax including super-tax, if any, payable by the partners undei 
such procedure would be greater than the aggregate amount which would be 
payable by the firm and the partmis individually if the firm were assessed 
as an unregistered firm, 

(6) Whenever the Income-tax Officer makes a determination in accordance with 
the provisions of sub-section (5), he shall notify to the firm by an order in writing the 
amounts of thf total income on which the determination has been based and the ap¬ 
portionment thereof between the several partners. 

23 A, (1) Where the Income-tax Officer is satisfied that in respect of any pre¬ 
vious yeai the profits and gams distubuted as dividends by anv 
tNwerto Aeeesi? company up to the t nd of the sixth month after its accounts 

Individual Membera for that previous year are laid before the company m general 

of Certain Companies m ectmg arc less than sixty per cent of the assessable income 

of the company of that previous war, as reduced by the amount 
ft income tax and super tax payable by the company m lespect thereof he shall, un- 
fi s he is sat ism d that having regard to losses incurred by the company m earlier year^ 

< i to the smallness of the profit made the payment ot a dividend or a laiger dividend 
than that declared would be unreasonable, make with the previous approval of the 
Inspecting Assistant Commissioner an older m wilting that the undistributed portion 
t 1 the asst ssable income of the company of that previous vear as computed for income 
1 1 \ purposes and nduced by the amount of income-tax and super-tax payable by the 
company in respect thereof shall be deemed to have been distributed as dividends 
amongst the shareholders as at the date ot the general meeting aforesaid, and there¬ 
upon the piopoitionatc shart thereof ot each shareholder shall be included m the total 
income of such sh an holder for the purpose of assessing his total income. 

Piovided that when the leseives rt presenting accumulations of past profits which 
have not be t n the subject of an order under this sub section exceed the paid up capital of 
the cornpan> together with any loan capital which is the property of tin* shareholders 
ot the actual cost of the fixed assets of the company whichever of these is greater, this 
vc ction shall apply as it instead of the voids * sixty per cent' the words ‘ one hundred 
pci cent’ were substituted 

Provided fin the r that no Older under this subsection shall be made where the 
company has distubuted not less than fift) five pei cent ot the assessable income ot 
the company as reduced Ivy the amount of income tax and super-tax payable by the 
company m respect thereof, unless the company on receipt of a notice from the Income 
tax Officer that he proposes to make $u h an oidci, fails to make withm three months 
of the rera ijrt of such notice a further disti l but ion of its profits and gams so that the 
total distribution made is not less than sixty p( r ctnl of the assessable income of the 
company of the pievious >eai concerned as reduced by the amount of income-tax and 
super-tax payable by the company m respect thereof 

Provided further that this sub-section shall not apply to any company m which 
the public are substantially interested or to a subsidiary company of such a company 
it the whole of the share capital of such subsidiary company is held by the parent com- 
j>any or by the nominees thereof 

Explanation .—For the purpose of this sub-section,-— 

a company shall be deemed to be a company m which the public are substantially 
interested if shares of the company (not being shares entitled to a fixed rate 
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of dividend, whether with or without a further right to participate d profit) 
carrying not less than twenty-five per cent, of the voting power have been 
alio ted unconditionally to or acquired unconditionally by, and are at the 
end of the previous year beneficially held by, the public (not including a com¬ 
pany to which the provisions of this sub-section apply), an<f if any such 
shares have in the course of such previous year been the subject of dealings 
in any stock exchange in British India or are in fact freely transferable by the 
holders to other members of the public, 

(2) The Inspecting Assistant Commissioner shall not give his approval to any 
order proposed to be passed bv the Income-tax Officer under this section until he has 
given the company concerned an opportunity of being heard. 

(3) ( i ) Omitted. 

(il) Where the proportionate share of any member of a company in the 
undistributed profits and gains oi the company has been included 
in this total income under the provisions of sub-section (I) the tax 
payable in respect thereof shall be recoverable from the company, 
if it cannot be recovered from such member. 

(in) Where tax is recoverable from a company under this sub-section, a 
notice of demand shall be served upon it m the proscribed fotm show¬ 
ing the sum so payable, and siuh company shall be deemed to be 
the assessee in respect of such sum, for the purposes of Chapter VI. 

(4) Where tax has been paid in respect of any undistributed profits and gams of 
a company under this section, and such profits and gains are subsequently distributed 
in any year, the proportionate share therein of any membei of the company shall tie 
excluded in computing his total income of that year. 

(5) When a company is a shareholder deemed under sub-section (I) to have leteived 
a dividend, the amount of the dividend thus deemed to have been {raid to it shall be* 
deemed to be part of its total income for the purpose also of the application of that sub¬ 
section to distributions oi profits by that company. 

24. (1) Where any assessee sustains a loss of piohts or gam* in any yeai under 

anv of the heads mentioned in section 6, he shall be entitled to 
Set off of Loss in , f .. . ^ , A 

Computing Aggregate have the amount of the loss set off against his income, profits or 
Income. gains under any other head in that \eai : 

Provided that, where the loss sustained is a loss of profits or gains which would but 
ior the loss have accrued or arisen wjtlnn an Indian Mate and would, under the pio- 
visions of clause (c) of sub-section (2) of section If, have been exempt from tax, such 
loss shall not lx? set off except against profits or gains accruing or arising within an 
Indian State and exempt from tax under the said provisions: 

Provided further that where the assessee is an unregistered firm which has not 
been assessed under the provisions of clause (b) of sub-section (5) of section 23 m the 
manner applicable to a registered firm, any such loss shall be set olt only against the in¬ 
come, profits and gams of the firm and not against the income, profits and gams of any 
of the partners of the firm , and where the assessee is a registered firm, any loss which 
tnnnot be set-off against other income, profits and gains of the firm shall be apportioned 
between the partners of the firm and they alone shall be entitled to have the amount 
of the loss set-off under this section. 

(2) Where any assessee sustains a loss of profits or gains in any year being a pre¬ 
vious year not earlier than the previous year for the assessment for the year ending 
on the 31st day of March 1940, under the head “ Profits and gains of business, profes¬ 
sion or vocation/' and the loss cannot be wholly set-off under sub-section (1), the portion 
not so set-off shall be carried forward to the following year and set-off against the pro- 
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4ils and gains if any, of the assessee, from the same business, profession or vocation for 
that year, and if it cannot be wholly so set-off, the amount of loss riot so set-off shah 
be carried forward to the following year, and so on , but no loss -hall be so canned for¬ 
ward for more than six years and a loss arising in the previous years (or the assessment 
for the years ending on the 31st day of March, 1940, the 31st dav of Match, 1941, 
the 31st day of March, 1942, the 31st clay of March, 1943, and the 31st day of March, 
1944, respectively,shall be earned forwaidonly for one, two, three, foiu and five tears 
respectively 

Provided that- - 

(а) where the loss sustained is a loss of profits and gams of 4 business profession 

or vocation to which the first proviso to sub-section ( 1 ) is applicable and tin 
profits and gains of that business piofession or vocation are, undei the pro 
visions of clause ( 6 ) of sub section ( 2 ) of section 14 exempt fionti tax such los^ 
shall not be set-off except against profits and gams accruing oi arising in an 
Indian State ftom the same business profession or vocation and exempt 
from tax under the said provisions 

( б ) when depreciation allowance is under clause ( b) of the proviso to clause (vi) 

of sul>-section ( 2 ) of section 10 also to be* carried for waul, effect shall first 
be given to the provisions of thi-» subsection, 

(c) Nothing herein contained shall entitle any assessee being a registered fum, 
lo have carried forward and set ott any loss which has been apportioned bet¬ 
ween the partners, under the proviso to sub-section ( 1 ), or entitle am 
assesses being a partner m an unregistered firm which has not been assessed 
under the provisions of dam* (A) of sub section (5) of section 21 m the 
mannei tpphcable lo a ugisitrcd hrm to ha\c earned forward and set off 
against his own income unv loss sustained bv the him , 

(<tf) Where an unregistered firm is assessed as a registered turn under clause (b) of 
sub section (5) of section 2$ «lmmg ant v*ir its Josses shah also be earned 
forward arid set oft under this section as if it wine a registered firm 

{e) \\ he in a c hange lias oc (tnred in flat c (institution of a firm nothing m this section 
shall be deimtd to entitle the fain to ha\o setoff so much of tht loss pro 
portionatc to the share of \ re tiled or deceased partner computed m accot- 
danu with llu proMsions of dnise (b) of subsection (1) of section lb as ex 
ceeds his shut of piolits if ui\ of the pre vioui \ ear m the hnn, oi to entitle 
.my pajtrier to the benefit of am portion of the* said loss whu h is not appoi- 
tiounbie to him under the said clause (A), and where any person cmvmg 
on xny business profession or vocation his been succeeded m such c ipautv 
by anothei person otherwise than by lnlnutauu, nothing m this section 
shall be deemed to entitle any person other than the person me airing the 
loss t<> have it set oti ag unst his income, prolits oi grans. 

( 1 ) When, m the course of the asses 4 me nt of the total income of anv assossce it 
is established that a loss oi profits or gains ha^ taken place which he is entitled to have 
setoff under the provisions of this section the Income tax Officer shall notify to the 
assessee by order in writing the amount of the loss as computed by him foi the purposes 
of this section 

24A (]) When it apjwais to the Income* tax Olticer that any person may leave 

British India during the current financial \ear, ot shortly after 
Assessmeot in Case of its expiry, and that he has no present intention ol returning the 
XJK^Mirtarefroxa British j nconu _t dXf Officer may proceed to assess him on his total income 
of the period from the expiry of the last previous yeai of which 
the income has been assessed m his hands to the pxobable date of his departuie from 
British India, oi w r here he has not been previously assessed, on his total income of the 
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period up to the probable date of his departure from British India The assessment 
shall be made on the total income of each completed previous year included m such 
period at the rate at which such income would have been charged had it been fully assess¬ 
ed, and as respects the period from the expiry of the last of such completed previous 
vears to the probable date of departure the Income -tax Officer shall estimate the total 
income of such person during such period and assess it at the rate ui force for the finan¬ 
cial year m which such assessment is made 

Provided that nothing herein contained shall authorise an Income-tax Officer to 
assess any income profits or gams which have escaped assessment oi have been under 
assessed, or have been assessed at too low a rate, or have been the subject of excessive 
relief under this Act but in respect of which he is debarred from issuing a notice undci 
section 34 


(2) For the purpose of making an asstssmonl undei sub-section (1) the Income- 
tax Officer may serve a notice upon such person requiring him to furnish, within such 
time not being less than seven days as may be specified m the notice a return m the 
same form and verified m the sanu mannei as a retutn undei sub section (2) of section 
22 , setting forth (along with such other particulars as may be provided for m the notice) 
his total income foi each of the completed previous years comprised m the relevant 
period referxed to m the first sentence of subsection (1) and his estimated total 
income for the period from the expiry of the last such completed previous ycai 
to the probable date of his departure and the provisions of this 4c t shall so far a^ 
may be, apply as if the notice were a notice issued undei sub-section (2) of section 22 


24B. (1) Whore a person dies his executor administrator or othei legal repre- 

^ sentative shall be habit to pay out of the estate of the deceased 
Tax of Dew atn <1 Peifvon 1 * 

pttyAbh l»> person to the extent to which the estate is capable of meeting 

Jlepmentatm the charge the tax assessed as payable by such person or any ta\ 

which would have been jxiyable by him undt r this Act if he had not died 


(2) Where a person dies be fore the publication of the notice it fern cl to in sub 
section (1) of section 22 or before he is served with a notice undei sub-si etion (2) of 
section 22 or section 34 as the case may be, Ins executor, administrator or other legal 
tepresentatrve shall on th< serving of the notice under sub section (2) of section 22 ot 
under section 34 as the case may be comply therewith, and the Income tax Ofhcei may 
proceed to assess the total income ol the deceased person as if such executoi, admmis 
trator or other legal representative were the assesses 


(3) Where a person dies, without having furnished a return which he has been 
required to furnish undt i the pi o visions of section 22, oi having furnished a return 
which the Income tax Obiter has reason to believe to be incorrect or incomplete, the 
income tax Officer may make an assessment ol the. total income of such person and 
determine the tax payable by him on the basis of such assessment and for tins purpose 
may, by the issue of the appropriate notice which would have had to be served upon 
the deceased person had he survived, require from the executor, administrator or other 
logal representative of the di ceased person an> accounts dot umenls or other evidence 
wfiich he might under the provisions of sections 22 and 23 have required from the 
deceased person 

25. (1) Where any business, profession or vocation to which sub-section (3) is not 

applicable is discontinued m any year, an assessment may be 
made in that year on the basis of the income, profits or gams of 
the pc nod between the end of the previous year and the date of 
such discontinuance m addition to the assessment, if any, made on the basis of the 
income, profits or gams of the previous year. 

(2) Any person discontinuing any such business, profession or vocation shall give 
to the Income-tax Officer notice of such discontinuance within fifteen days thereof, 
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nnd, where any person fails to give the notice required by this sub-section, the Income- 
tax Officer may direct that a sum shall be recovered from him by way of penalty not 
'exceeding the amount of tax subsequently assessed on him in respect of any income, 
profits or gains of the business, profession or vocation up to the date of its dis¬ 
continuance 

(3) Where any business, profession or vocation on which tax was. at anv time 
charged under the provisions of the Indian Income-tax Act, 1918 (Vlt of 1918), is 
discontinued, then, unless there has been a succession by virtue of which the 
provisions of sub-section (4) have been rendered applicable, no tax shall be payable 
m respect of the income, profits and gams of the period between the end of the 
previous year and the date of such discontinuance, and the asscssee may fuither 
claim that (be income, profits and gams of the previous year shall be deemed to have 
been the income, profits and gains of the said period Where any such claim is 
made, an assessment shall be made on the basis of the income, profits and gams of 
(he said period, and if an amount of tax has already been paid in respect oi tie* 
income, profits and gains of the previous yeai exceeding the amount payable on the 
basis of such assessment, a refund shall be given of the difference. 

(4) Where the pet son, who was at the comment ement of the Indian Income-tax 
(Amendment) Act, 1939 (VIT of 1939) can vmg on anv business profession oi vocation 
on which tax was at *in\ time charged under the provision', of the Indian Income tax 
Vet, 1918 (Vli of 1918), is succeeded in such capacity by another person the change 
not being meielv a change in the constitution of «i partnership, no tax shall be payable 
by the first mentioned person m respect of the income profits and gains of the petiod 
between the end of the previous >eai and the date of such succession and such person 
may fuithei claim that the income profits and gams of the previous ^eai shall be 
deemed to have been the income profits and gains of the said peuocl Wheie anv such 
claim is made an assessment shall be made on the basis of the income profits and gams 
of the said period, and, if an amount of tax has already been pod m respect of the in¬ 
come profits end gams of the previous ycai exceeding the amount pacable on the basis 
*>f such assessment a refund shall be given of the difference* 

Tfiovided that sub sections (3) and (4) shall not apply - 

(u) to Miper tax except where the income profits and gams of the business, pro¬ 
fession oi cocation weie assessed to super tax for the first time either for the 
year beginning on the 1st da\ of April 1920 or for the y ai beginning on the 
1st day of Apul 1921 , 

(b) to a business, piofcssion or vex ition on which income-tax was at anv time 
charged m the hands of a <ompan\ under the radian Income tax Act, 188b 
(II oi 1886) or on whuh income tax would ha\e been chaiged in the hands 
of a company foi the assessment \eai ending on the 31st das of Vfaich, 1918 
if the company having been in existence m that year had a bo been m exis¬ 
tence m the >ear ending on tin 31st day of March, 1917. 

(5) No claim to the relief afforded undei sub-section (3) oi subsection (4) shall 
be entertained unless it is made before the expiry of one year bom (he date on which 
the business, profession or vocation was discontinued or tin* succession took place, as 
t he cavSe may be 

( 6 ) Wheie an assessment is to be made under sub-section ( 1 ), sub section (3), or 
sub-section (4), the Income-tax Officer may serve on the person whose income, profits 
and gams are to be assessed, or, m the case of a firm, on anv person who was a membei 
of such firm at the trme of its discontinuance, or, in the case ot a company, on the pnn- 
t ipal officer thereof, a notice containing all or any of the requirements which may be 
included m a notice Under sub-section (2) of section 22, and the provisions of this Act 
shall, so far as may lie, apply accordingly as if the notice were a notice issued under that 
sub-section 
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2SA* (1) Wliere at the time of making an assessment undei section 23, it is 
claimed by or an behalf of any member of a Hindu family hithetto 
Partinn as undivided that a partition has taken place, among 

uSvlded°Frtinliy 111 the members of such family, the Income-tax Officer shall make 
such inquire thereinto as he may think lit and, if he is satisfied 
that the joint famiH property has been partitioned among the various members or 
groups of members m definite portions he shall record an older to that etfect f 

Provided that no such ordei shall be recorded until notices of the inquiry have been 
served on all the members ol the famiK 


(2) \Vhm such an Older has been passed or •where an} person has succeeded 
to a business, profession or vocation formeilv earned on by <t Hindu undivided family 
whose joint family pi o pert \ has been partitioned on oi after the last day on which it 
carried on such business piolession oi vexation the Income tax Officei shall make an 
assessment of the total income receivi d bv or on behalf of the joint family as such, as 
if no partition had taken place and each membci oi group ol membcis shall, in addi 
tion le> unv income tax for which he ox it ma\ be separate!} liable and notwithstanding 
am thing contained in sub sec tarn (1) of section 14 be liable foi a share of the tax on 
the income so assessed at cm ding to the portion of the joint family property allotted to 
him or it and the Income tax Oifuci shall make assessments accordingly on the various 
members and groups oi members in accordance with the provisions of section 21 

Provided that all the members and groups of members whose joint family proptuiy 
has btxn partitioned shall be liable jointh and severally for the tax assessed on the 
total income received bv e>i on behalf of the joint family as such 

(3) Where such m order has not been passed in aspect of a Hindu family lutheito 
issessed as undivided such family shall be deemed for the puiposes of this Act to 
continue to be a Hindu undivided family 


26- (1) Wlitie 

Change in c t»xt«titntk>n 
of a 1 tmi 


at tilt time of making an assessment unde i sec tion 23 it is found 
that a change has mtuned m the constitution ol a firm or that 
a firm has been newly constituted the assessment shall be mack 
on the bun as constituted at the time of making the assessment 


Provided that the incomes profits and gams ot thepu\io\is year shall for the purpose 
of inclusion m the total income of the paitners be apportioned between the paitmis 
who m such previous veai were entitled to leeuve the same 


Ihov idecl finther that when the tax assissi d upon a partne r e an not lie r ecoveredfrom 
him it shall be leioveied fiotn the him as constituted at the time of making the assessment 
(2) Where* a person t airy mg on any business pioftssion or vocation has been 
■muceded m such capacity by another person, such petson and such other person shall, 
subject to the piovnions of sub section (4) of section 25 each be asw^ssecl in aspect of 
his actual share if anv of the income pioftts and gains of the previous year, 

PioMded that win n the person succeeded in the business, profession or vexation can¬ 
not be found the assessment of the profits of the year m which the sue ccssion took place? 
up to the date ol succession and tor the year pitccdmg that \eai shall be made on. the 
prison succeeding him m like manner and to the same amount as it would have been 
made on the person succeeded oi when the tax in aspect of the assessment made for 
either of such yeais assessed on the person suueedcd cannot be lecovered from him, 
it shall be payable bv md recoverable from the poison succeeding, and such person shall 
be entitled to recover from the person succeeded the amount of any tax so paid, 

26A. (l) Application may be made to the Income-tax Officer on behalf of any 

firm, constituted under an instrument of partnership specifying 
iSstration of Firms the individual shares of the partners, for registration for the pur¬ 
poses of this Act and of anv othei enactment for the time being, 
m force relating to income-tax or super-tax. 
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(2) The application shall be made by such person or persons, and at such times 
and shall contain such particulars and shall be in such form, and be verified an such 
manna, as may be prescribed and it shall be dealt with by the Income-tax Officer in 
such mannei as may be prescribe. 

27* Where an assessee, withm one month from the service of a notice of demand 
Cancellation ol Assess. issued as hereinafter provided, satisfies the Income tax Ofiicei 
meat When lauac is that he was prevented fry sufficient cause from making the return 
required by section 22, or that he did not receive the notice issued 
under sub Section (4) of section 22, or sub-section (2) of section 23, or that he had not 
a reasonable opportunity to comply, <« was prevented by sufficient cause from com 
1 lying, with the terms of the last-mentioned notices, the Income-tax Officer shall caned 
the assessment and proceed to make a fresh assessment m accordance with the provi 
sions of section 23 

28 . (1) If the Income tax Officer, the Appellate Assistant Commissioner oi the 

Penalty lor Concealment Appellate Tribunal, in the course' of any proceedings under this 
of Inrome or Improper A , . r t ,, 

UlstribiitioBof Proflth. Act, is satisfied that any person— 

(a) has without leasonable cause failed to furnish the return of hts total income 
which he was acquired to furnish by notice given under sub-section (1) or 
sub-settton (2) of section 22 oi section 34 or has without reasonable cause 
failed to furnish it within the friuo allowed and in the manner inquired by 
Midi notite or 

t*>) has without itasonabk tause faded to comply with a notice under sub-section 
(4) of section 22 or sub section (2) of Section 23 , or 

( ) lias concealed the particulars of his income or deliberate]y furnished inaccurate 
pai titulars of such income , 

he or it may duett that sudi peison shall pay by way ot penalty, in the case referred 
to m danse {a) in addition to the amount of the income tax and supei-tax it am 
payable by him a sum not exceeding one and a hall times that amount, and m the 
cases lefeired to in clauses (b) and (r) m addition to any tax payable by him, a sum 
not exceeding one and a halftimes the amount of the income-tax and super-tax 
if any, winch would have been avoided if the income \s letumed b\ sudi person 
bad been accepted as tht toned income 

Provided that — 

(a) no penally fin failure to furnish the letuin of his total income ‘hall be imposed 
on an assessec whose total income is less than three thousand five hundred 
rupees unless he lias been seivetl with a notice under sub-section (2) ot 
section 22, 

ft) where a person has failed to comply with a notice under sub-section (2) of section 
22 or section 34 and proves that he has no income liable to tax, the penalty 
MUposablc undei tins sub-section shall be a penalty not exceeding twenty-five 
rupees , 

(t ) no penalty shall be imposed under this sub-section upon any person assessable 
under section 42 as the agent of a person not resident an British India, foi 
failure to furnish the return required under section 22 unless a notice undei 
sub-section (2) of that section or under section 34 has been served on him 

(d) when the person liable to penalty xs a registered firm, or an unregistered Aim 
treated under section 23 ($) (h) as a registered firm, so that the amount of the 
income-tax and super-tax payable by the firm itself has not been determined, 
that amount shall be taken to toe an amount equal to the tax which would 
have been payable by an unregistered firm on an income equal to the firm's 
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total income, and, in the cases referred to in clauses (b) and (it the amount 
of the income-tax and super*tax, which would have been avoided if the income 
as returned had been accepted as the correct income, shall be taken to be the 
difference between the amount of the tax which would have been payable 
by an unregistered firm on an income equal to the firm's total income and 
the amount of the tax payable by an unregistered firm on an income equal 
to the income of the firm as actually returned by the firm. 

(2) If the Income-tax Officer, the Appellate Assistant Commissioner or the 
Appellate Tribunal, In the course of any proceedings under this Act, is satisfied that the 
profits of a registered firm have been distributed otherwise than m accordance with the 
shares of the partners as shown in the instrument of partnership registered under this 
Act governing such distribution, and that any partner has thereby returned his income 
below its real amount, he or it mav direct that such partner shall, in addition to the 
income tax and super-tax, if any, payable by him pay by way of penalty a sum not 

’ exceeding one and a half times the amount of income-tax and super-tax which has been 
avoided, or would have been avoided if the income returned by such partner had been 
accepted as liis correct income ; and no refund or other adjustment shall be claimable 
by any other partner by reason of such direction 

(3) No order shall be made under sub-section (1) or sub-scetion (2) unless the 
assessee or partner, as the case may be, has been heard, or has been given a reasonable 
opportunity of bemg heard. 

(4) No prosecution for an offence against this Act shall bo instituted m respect of 
the same facts on which a penalty has been imposed under this section. 

(5) An Appellate Assistant Commissioner or the Appellate 'Tribunal on making 
an order under sub-section (1) or sub-section (2), shall forthwith send a copy of the same 
to the Income tax Officer, 

(6) The Income-tax Officer shall not impose anv penalty under this iccf <op with¬ 
out the previous approval ot the Inspecting Assistant Commissioner. 

29. When any tax, penalty or interest is due in consequence of any order passed 

Notice of Demand. Crider or in pursuance of tins Act, the Income-tax Officer shall 

serve upon the assessee or other person liable to pay such tax, 
penalty or interest a notice of demand m the prescribed form specifying the sum so 
payable. 

30. (1) Any a lessee objecting to the amount of income assessed under section 

23 or section 27, or the amount of loss computed under section 24 
ment or tlie amount of tax determined under section 23 or section 27, 

or denying his liability to be assessed under this Act, or objecting 
to the cancellation by an Income-tax Officer of the registration ot a firm under sub¬ 
section (4) of Section 23 or to a refusal to register a firm under sub-section (4) of section 
23 or section 26A ; or to make a fresh assessment under section 27, or objecting to any 
order under suh section (2) of section 25 or section 25A or sub-section (2) of section 26 or 
section 28, made by an Income-tax Officer or objecting to any penalty imposed by an 
Income-tax Officer under sub-section (6) of section 44E or sub-section (5) of section 
44K or sub-section (1) of section 46, or objecting to a refusal of an Income-tax Officer 
to allow a claim to a refund under sections 48, 49 or 49F, or to the amount of the refund 
allowed by the Income-tax Officer under any of those sections, and any assessee, being 
a company, objecting to an order made by an Income-tax Officer under sub-section (3) 
of section 23A, may appeal to the Appellate Assistant Commissioner against the assess¬ 
ment or aganist such refusal or order ; 

{IA) Any person having, in accordance with the provisions of sub-section (3A), 
{3B) or (3C) of section 18, read with sub-section (6) of that section, deducted and paid 
tax in respect of any sum chargeable under this Act other than interest who denies his 
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’ liability to make such deduction may appeal to the Appellate Assistant Commissioner 
to be declared not liable to make such deduction : 

Provided that no appeai shall Ue against an order under sub-section (1) of section 
46 unless the tax has been paid: : 

Provided further that where the partners of a. firm are individually assessable on 
their shares in the total income of the firm, any such partner may appeai to the Appellate 
Assistant Commissioner against any order of an Income-tax Officer determining the 
amount of the total income or the loss of the firm or the apportionment thereof between 
the several partners, but in respect of matters which arc determined by such order may 
not appeal against the assessment of his own total income ; 


Provided further that a shareholder in a company m respect of which an order 
under section 23A has been passed by an Income-tax Officer, may not m respect of 
matters determined by such order appeal against the assessment of his own total income, 

(2) The appeal shall ordinarily be presented within thirty da vs of the payment 
of the tax deducted under sub-section (3A), (3B) or (30) of section 18 or of receipt of 
the notice of demand relating to the assessment or penalty objected to oi of the order 
in writing notifying the amount of total income on winch the determination under sub 
section (5) of section 23 was based and the apportionment thereof between the several 
partneis or of the loss computed under section 24 or of the intimation of the refusal to 
pass an order under sub-section (1) of section 25A, or to register a firm under section 26A 
or ol the date of the refusal to make a fresh assessment under section 27, or of the inti¬ 
mation of an order undei sub-section (1) of section 23A or under section 48, 49 or 491\ 
as the case mav lx-, but the Appellate Assistant Commissioner may admit an appeal 
after the expiration of the penod if he is satisfied that the appellant had sullicient cause 
for not piosentmg it within that period. 


(3) The appeal shall lie in the prescribed form and shall be verified m the prescribed 
manner 

31. (1) Thu AppeHate Assistant Commissioner shall iix a day and place for the 

Hearing of Appeal hearing of the appeal, and may from time to time adjourn the 
hearing 

(2) The Appellate Assistant Commissioner may, before disposing of any appeal, 
make such further lmjuny as he thinks lit, or cause further impniy to be made by the 
Income tax (bluer. 


(2A) The Appellate Assistant Commissioner may, at the hearing of an appeal, 
allow an appellant to go into any ground of appeal not specified in the grounds of 
appeal, if the Appellate Assistant Commissioner is satisfied that the omission of that 
ground from the form of appeal was not wolful or unreasonable. 

(3) In disposing of an appeal the Appellate Assistant Commissioner may, m the 
case of an order of assessment-- 

(a) confirm, reduce, enhance oi annul the assessment, or 

(b) set aside the assessment and direct the Income-tax Ofhcci to make a fresh as¬ 

sessment after making such further impnry as the Income-tax Oiheev thinks 
ht or the Appellate Assistant Commissioner may direct, and the Income-tax 
Olficer shall thereupon proceed to make such fresh assessment and determine 
where necessary the amount of tax payable on the basis of such fresh 
assessment ; 

or, in the case of an order cancelling the registration of a firm undei sub¬ 
section (4) of section 23 or refusing to register a firm under sub-section (4) of 
section 23 or section 26A or to make a fresh assessment under section 27 ; 

(c) confirm such order, or cancel it and direct the Income-tax Officer to register 

the firm or to make a fresh assessment, as the case may be; 


13 
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oi, in tlie case of an ordei under sub-section ( 2 ) of section 25 or sub-sec* 
tion (!) of section 23A or sub-section (2) of section 26 or section 48, 49or49F; 

(d) confirm cancel or vary such order, 

or, m the case of an cider undei sub-section (1) of section 25A , 

(t) confirm such order or cancel it and either direct the Income-tax Officer to make 
further enquiry and pass a fresh order or to make an assesnunt m the manner 
laid down in sub section (2) of section 25A 
or, m the case of an oi der under section 28 ot sub-section (b) of section 44H 
or sub-section (5) of section 44b or sub-section (1) of section 46 

(/) confirm or cancel such ordei oi vary it so as either to enhance or reduce the 
penalty 

or, in the cast of an appeal against a computation of loss under section24 , 

(^) confirm oi vary such computation 

or, in the case of an appeal undei sub-section ( 1 A) of section 30 

( h ) de< ide that the person is or is not liable to make the deduction and m tin latter 
case direct the refund of the sum pud under-sub section ( 6 ) of section 18 
Pmvided that the Appellate Assistant Commissioner shall not enhance an 
assessment m a penalty unless the appellant has h id a reasonable opportu¬ 
nity of showing cause against such enhancement 

Provided further that at the hearing of anv appal agsmst an oidei of an In- 
< ome tax Officer the Income tax Ofiiccr shall have tlm light to be heard cither 
in pei son or l>\ a i espresent itm 

(4) AN here is the lesult of an appe \\ an\ change i> made m flu a^sesumut of a 
firm oi association of poisons oi i new assessment oi a fum or association or persons 
is oidercd to be ni uk the VpptiJale Assist int CommisMontt nny authorise the intomt 
tax Oltuci to amend a< cordin^h assessm* nt made on any j.>artuir of the fum or m\ 
member ot the \ssoo ntion 


(S) the Vppdl ite Vssistant Coimmssjomi shall on the conclusion of the ippeal 
co nmumcati the otd(i> passed b\ lain to the asscssee and to the (omnusMoiut 

Appe^bagainstOrderf- 32 . Omitted b\ section 87 of tin Indian huonu lax (Uiund- 
of Appellate Assistant ’ ' 

( ommisfiioiH r me lit) ht 1*1*9 (7 of 1039) ft mi 2/ 1 1041 


33 (l) An\ 

Appeals Against Ordei 
of Appellate Assistant 
Cotnmbsjom r 


issessce objecting to an ordei passed b\ m Appellate Assi tani C om- 
niissiomr undei section 28 ot section 11 im\ ippeal to the Appel¬ 
late lubundl within sixty days of the dab on winch such order is 
communicated to linn 


(2) J hi Commission* 1 may if he objects to am ordei passed by an Appellate 
Assistant ( oimnisMonei under section 11 dncct flit Income-tax Officei to appeal to the 
Appellate Inburial against Hich ordn and such appeal may be made within sj\t\ clays 
of the date on vvhn h the older is com in unit ate d to the C ommissionci by the Appellate 
Assistant ( oimnissionet 

(2A) 1 1h lulmnil mav admit m ippeal ittei the expiry ot the uxt\ thys re fared 
to m sub-sections ( 1 ) and ( 2 ) if it is {•atisficd tint thue was sufficient c an ^ for not pie- 
seuting it vuthm Hut pcnod 

(1) An \ppeal to the Appellate Tnlmn il shall be 111 the pit smbed foim and shall 
be verified in the piesuibed m mner, and shall except in the ease of an .ippeal ttferred 
to in sub section ( 2 ) be accompanied by a foe of one hunched rupees 

(4) 'l ht Appellate Inbunal mav, after giving both parties to the appeal an oppoi- 
tnmy oi being he aid pass such mclers theieon as it thinks fit and shall commuruc ite any 
such orders to the assessee and to the Commissioner 
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(5) Where as the result of an appeal any change is made in the assessment of a firnr 
or association of persons or a new assessment of a firm or association of persons is ordered 
to be made, the Appellate Tribunal may authorise the Income-tax Officer to amend accord¬ 
ingly any assessment made on any partner of the firm or any member of the association. 


(6) Save as provided in section 66 orders passed by the Appellate Tribunal on 
appeal shall be final, 

33A. (1) The Commissioner may of his own motion call for the record of any 
proceeding under this Act in which an order has been passed by 
Commission er iKl0U b * any authority subordinate to him and may make such inquiry or 

cause such inquiry to be made and, subject to the provisions of 
this act, may pass such order thereon, not being an order prejudicial to the assessee, as 
he thinks fit : 


Provided that the Commissioner shall nol icvise any order under this sub-section 

if— 

(a) where an appeal against the order lies to the Appellate Assistant Commissioner 
or to the Appellate Tribunal, the time within which such appeal may be 
made has not expired ; oi 

(/>) the order is pending on an appeal before the Appellate Assistant Commissioner 
oi has been made the subject of an appeal to the Appellate "Tribunal; or 

(c) the order has been made more than one voar previously, 

(2) The Commissioner may, on application by an assessee for revision of an order 
under this Act passed by any authority subordinate to the Commissioner, made within 
one year from the date of the oicler, call for the record of the proceeding in which such 
ordet was passed, and on receipt of the record may make such inquiry or cause such 
inquiry to be made, and, subject to the provisions of this Act, may pass such order 
thereon, not being an ordet prejudicial to the* assessee, as he think* fit: 

Provided that the Commissioner shall not revise any order under this sub-section if— 

(a) where «tu appeal against the order lies to the Appellate Assistant Commissioner 

or to the Appellate Tribunal but has not been made, the time within which 
such appeal may be made has not expired, or, m the case of an appeal to the 
Xppellate Tribunal the assessee has not waived his right of appeal, or 

(b) whe io an appeal against the order has been made to the Appellate Assistant 

Commissionei, the appeal is pending before the Appellate Assistant Com- 
nussionoi ; oi 

(c) the older ha* been made the subject of an appeal to the Appellate Tribunal: 

Provided further that an order by the Commissioner declining to interfere shall 
be degrned not to be an order prejudicial to the assessor. 

(6) Every application by an assesee under sub-section (2) shall be accompanied 
by a fee oi twenty-five rupees. 

34. (I) If m consequence of definite information which has come into his pos¬ 

session the Income-tax Officer discovers that income, profits or 
in A®es«^nt ne gams chargeable to income-tax have escaped assessment in any 
year, or have been underassessed, or have been assessed at too 
low a rate, or ha\ e been the subject of excessive relief under this Act the Income-tax 
•Officer may, in any case in which he has reason to believe that the assessee has concealed 
the parti culms of his income or deliberately furnished inaccurate particulars thereof, 
at any time within eight years, and in any other case at any time within four years of 
the end of lhat year, serve on the person liable to pay tax on such income, profits or 
gains, or, in the case of a company, on the principal officer thereof, a notice contaimng 
all or any of the requirements which may be included in a notice under sub-section (2) 
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of section 22, and may proceed to assess or re-assess such income, profits or gams, and the 
provisions of this Act shall, so far as may be, apply accordingly as if the notice were 
a notice issued under that sub-section 

Provided that the tax shall be charged at the rate at which it would have been 
charged had the income, profits or gams not t scaped assessment or full assessment, as 
the case may be 


Provided further that when the income, profits or gams concerned are income, 
profits or gams liable to assessment for a year ending prior to the commencement of the 
Indian Income tax (Amendment) Act, 1939 (VII of 19*9) or where the assessment made 
or to be made m an assessment made or to be made on a pt rson deemed to be the agent 
of a non-residtnt person under section 43, this sub-section shall have effect as if for the 
periods of tight years and four years a period of one year weie substituted 

(2) No older of assessment under section 2* or of assessment or reassessment 
under sub section (1) of this section shall be made iftu tht expiry in anv case to which 
clause (c) of sob-section (l) of section 28 ipplits of eight veais and m any other case, 
of four years from the end of tin ytai m whnh the uuoim piohts oi gams were first 
assessable 

Provided that nothing contained in this sub ution shall ipply to a te-issessment 
made m putsuance of an oulei under section 31 section *3 section OB oi section B6A 


Rectification of 
Mistake 


35 . ( 1 ) Jhe Commihsionei or Appellate Assistant ( omruissiomi miy at any tune 

within foui vtus horn the date of in\ older pished b\ hirnm ap¬ 
peal or in the case of the Conmns^ionei mievision under section 
33 \ and the Tricorne tax Officer ma> at anv time within Tout ycai •> 
from the date of any assessment Older oi refund ordei passed b\ him on his own motion 
rectify anv mistake apparent hom the record of the ippea! revision assessment oi refund 
as the case may be and shall within the like pi nod nctih m\ such mist ike which 
been brought to las notice b\ an asstssu 


Provided that no such rectihe ition shill be mid» h \vmg tht cfhtt of tnh in< mg an 
assessment or reducing a ictund unites tin < omimssoni t the Vpptlhb \>st-tint ( om- 
missioner or the Income tax Olhcti a thf ist ma\ be has given notu c to tht isse^see of 
his mtcntion so to do and has allowed him a uasomble op}) irtunitv of b< in heard 


Provided furthei that no such uefification shall be made of )n\ mt tike m my 
order passed mou than one vear belort. tht tommt rn ement of the Indian Income t ix 
(Amendment) Act 3 9 39 


(2) The provisions of sub section (1) applv ilso m likt numnr to tin u< till' ttion 
of mistaken by the Appellate Inbunal 

(3) Where any such ret litre ation has the ettect of ndunug the isMvmnnt, the 
Income tax Officer shall make anv refund which ma\ bt due to such a->sessee 


(4) Where any such rectification has the cited of enhancing the a vs incut or 
reducing a lcfund the income tax Officer shall serve on the assess? e a notice ol dr mand in 
the prescribed form specifying the sum payible and such notice of demand shall be 
deemed to be issued under section 29 and the provisions if this Attshdl apply 
accordingly 


36 . 


Tax to b<* calculated 
to nearest Anna 


In the determination oi the xmount of tax or of a refund pa\ able, under this 
Art fractions of an atuia less than six pies shall lx disregarded 
and fractions of an anna equal to or exceeding six pics shall be 
regarded as one anna 


37 # The Income-Tax Officer, Appellate Assistant Commissioner, Commissioner and 
Power to take Evidence Appellate inbtmal shall, for tht purposes of this Chapter have the 
on Oath, etc same powers as are vested m a Court finder the Code of Civil Pro¬ 

cedure, 1908 (V of 1908) when trying a suit in respect of the following matters, namely—* 
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(«) enforcing the attendance of any person and examining him on oath or affirmation, 
(b) compelling the production of documents, and 

(f) issuing commissions for the examination of witnesses, and any proceedings be¬ 
fore an Income-tax Officer Appellate Assistant Commissioner, Commissioner, 
or Appellate Tribunal under this Chapter shall be deemed to be a “ judicial pro¬ 
ceeding ” within the meaning of sections 193 and 228 and for the purposes of 
section 196 of the Indian Penal Code (XLV of 1860) 

rower to call (or 38. Ihe Income-tax Officer or Assistant Commissioner 

Information may, for the purposes of this Act,— 

(1) required any firm, or Hindu undivided family to furnish him with a return 

of the members of the him or of the manager or adult male members of 
the family as the case may be, and of their addresses, 

(2) requirt any person whom he has reason to believe to be a tiustee guardian, or 

agent, to furnish him with a return of the name of the persons for or of whom 
he is tiustcc guardian, or agent, and of their addresses 


(3) lequire any assesscc to furnish a statement of the names and addresses of all 
persons to whom he has paid in any year rent, interest commission, royalty 
or brokerage or anv annuity not being an annuity taxable under the head 
' Salaries amounting to moie than four hundred rupees, together with 
particulars of all such payment made 


39. fht Income tax Officer or Assistant Commissioner, oi any person authorised 


Power to inspect the 
Register oi Members 
of any tompanv 


m waiting m tins behalf b\ the I ncome-tax Officer or Assistant Com¬ 
missioner ira\ inspect and if neressary take copies, or cause 
copies to be taken of any register of tin members, debenture 


holders or moitgagecj of any company oi of any entry in such register 


CHAPTER V 


Liability in Special Cases 


Guaidiana, Trustee* 
and Agents 


40. (1) ■Where the guardun or trustee of any person being a minor, lunatic or 

idiot (all of which persons aic hereinafter in this sub-section in¬ 
cluded m the term beneficiary ) is entitled to receive on behalf 
of such bendiuary or is m leceipt on behalf of such beneficiary of, 
any income profits or gams chargeable under this Act, the tax shall be levied upon and 
iccoveiable from such guardnn or trustee, as the case mav be, in like manner and to the 
same amount as it would be 1 enable upon and xecoveiabk from am such beneficiary 
if of full age or sound mmd and in olncct receipt of such income profits or gams, and all 
the provisions of this Act shall apply aicouhngJy 


(2) When the trustee or agent of any j^erson not lesident m Bntish India and not 
being a minor lunatic or idiot (such person being hereinafter m this sub section referred 
to as a beneficiary) is entitled to receive on behalf of such beneficiary, or is in receipt on 
behalf of such benehciary of any income piohts or gams chargeable under this Act, the 
tax,if not loied on the beneficialy direct, may be levied upon and recovered from such 
trustee or agent, as the case may he, m like manner and to the same amount as it would be 
leviable upon and lecoverable from the beneficiary if in detect receipt of such income, 
profits, and gams and all the piovisions of this Act shall apply accordingly 


Courts of Wards, etc 


41. (1) In the ease of income, profits or gams chargeable under this Act which 
the Courts of Wards, the Admmistrators-General, the Official 
Trustee or any receiver or managei (including any person whatever 
his designation who m fact manages property on behalf of another) appointed by or 
under any order of a Court, or any trustee or trustees appointed under a trust declared 
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by a duly executed instrument in writing whether testamentary or otherwise (including 
the trustee or trustees under any Wakf deed which is valid under the Mussalman Wakf 
Validating Act 1913) (VI of 1913), are entitled to receive on behalf of any person, the tax 
shall be levied upon and recoverable from such Courts of Wards, Administrator-General, 
Official Trustee, receiver or manager or trustee, or trustees, in the like manner and to 
the same amount as it would be leviable upon and recoverable from the person on whose 
behalf such income, profits or gains are receivable, and all the provisions of this Act 
shall apply accordingly: 

Provided that where any such income, profits or gains or any part thereof are not 
specifically receivable on behalf of any one person, or where the individual shares of the 
persons on whose behalf they are receivable are indeterminate or unknown, the tax shall 
be levied and recoverable at the maximum rate : 

Provided further that when part only of the income, profits and gams of a trust 
is chargeable under this Act, that proportion only of the income, profits and gains receiv¬ 
able by a beneficiary from the trust which the part so chargeable bears to the whole in¬ 
come, profits and gains of the trust shall be deemed to have been derived fiom that part. 

(2) Nothing contained in sub-section (1) shall prevent either the direct assessment 
of the person on whose behalf income, profits or gams therein referred to arc receivable, 
or the recovery from such person of the tax pa>able in respect of such income, prolits 
or gains. 

42, (1) All income, profits or gams accruing or arising, whether directh or m- 

Non-Residents directly, through or from any business connection in British India, 

or through or from any property m British India, or through 
or from any asset or source of income in British India, or through oi fiom any 
money lent at interest and brought into British India m cash or in kind, ‘hall bo 
deemed to be income accruing or arising within British India, and when the person 
entitled to the income, profits or gains is not resident in British India, shall be chaigo 
able to income-tax either m his name or m the name of his agent, and in the latter < .up 
such agent shall be deemed to be, for all purposes of this \c I, the a*,s< wo in respect of 
such income-tax * 

Piovnkd that whot* the person < ntitled to the income, profits oi gain- is not resi¬ 
dent in British India, the income-tax so chargeable may be recovered b deduction 
under any of the provisions of section 18 and that any an ears of tax nmv be iccovcied 
also in accordance with the provisions of this Act from anv assets of the non resident 
person which are, or may at any tune come, within British India : 

Provided further that any such agent oi any person, who apprehends that' he may 
be assessed as suet an agent, may retain out of any money payable by lnm to such non¬ 
resident person a sum equal to his estimated liability under this sub-section, and in the 
event of any disagreement between the non-resident person and such agent or person as 
to the amount to be so retained, such agent or person may secure from the Income-tax 
Officer a certificate stating the amount to be so retained pending final settlement of the 
liability, and the certificate so obtained shall be his warrant for retaining that amount: 

Provided further that the amount recoverable from such agent or person at the time 
of final settlement shall not exceed the amount specified m such certificate except to the 
-extent to which such agent or person may at such time have in his hands additional assets 
of such non-resident person. 

(2) Where a person not resident or not ordinarily resident in British India, carries 
-on business with a person resident in British India, and it appears to the Income-tax 
- Officer, that owing to the close connection between such persons the course of business is 
so arranged that the business done by the resident person with the person not resident 
or not ordinarily resident produces to the resident either no profits or less than the ordin¬ 
ary profits which might be expected to arise in that business, the profitB derived there- 
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from or Which may reasonably be deemed to have been derived therefrom, shall be charge¬ 
able to income-tax m the name of the resident person who shall be deemed to be, for all 
the purposes of this Act, the assesseo m respect of such income-tax 

(3) In the case of a business of which all the operations are not carried out m 
British India, the profits and gams of the business deemed undei this section to accrue 
or arise m British India shall be only such profits and gams as are reasonably iltubutable 
to that pari of the operations carried out m British India 


43* Anv peison employ ed b\ or on behalf of a peison residing out of Buiish India, 
or having any business connection with such person or through 
Atreated^tu^ er90t18 whom *uch person is m the receipt of any income, profits or gams 

ujjon whom the Income tax Offuci has caused a notice to ho served 
of hts intention of treating him as the agent of the non-resident person shall fo» all t ie 
purposes of this Act, be deemed to be such agent 


Provided that where trar .actions aie tamed on m the oidinar> com sc oi basinc s 
through a bioker m Bittisli India m such ciicumstances that the broker does not m r s- 
]»ict of such tiansactions deal duectly with or on behalf of a non resident principal but 
dulls with oi thiough a non-resident biokti who is cairynng on such transact* »ns m the 
>r dmai v course of his business and not as a printed, such fu st mentioned broke t shall not 
be denned to be an agent undei this section in respect of <uch transactions 


Provided further that no person shill be deemed to be the agent of a non lesident 
p< ison, unless he has had an opportunity of bung In aid b\ the Income-tax Officer to 
ins liability 


1 lability in case of a 
discontinued I Jrm or 
Vssociation 


44, Whtie any business profession or vocition earned on by/ a firm oi association 
of persons has bun discontinued, oi wheic an association of per 
sons i* ch solved, tvoiv person who was, at the time of such dis¬ 
continuance oi dissolution a paitm r (t such lirm or a member ot 
n h association shall m itspect of Hit income profits and gains of the firm or associi- 
Uon be jointly and s« \crallv liable to assessment undei ( hapter IV and for the amount 
of lex payable and dJ the provisions oi ( huptu J\ shill so far as may be apply' to any 
such assessment 


CHAPTER VA. 


Special provisions relating to certain classes of Shipping. 

44 A. ilit piuMaiuns oj tin Chaptei shall notwithstanding m\ thm^ * outlined 
m the othu provision oi this Wt ipply Xoi tin purpose oi the 

Occasional Shipping. 


Liability to Tax of ]ev> u » ( o\ n y of tax i u tin c im. of an\ person y\ho it sides out 


oi British India and c ones on tm.messin Bntish India in any year 
is the awimr or charterer of a ship (such pci * n heieindftei in this Chapter being leferrcd to 
as the principal), unless tlu Intome tax Officer is xatiffied that there i-> an ag* nt of xiuh 
principal from whom the tax ywll be leeoytrable in the following year undo the other 
piovisions of this Act 

44B. (1) Befoic the departure horn any pent m Bntish India of am ship m res¬ 

pect of which the provisions of this Chapter apply, the master of 
the ship shall prepare and furnish to the Income-tax Oiiicei a re¬ 
turn of the full amount paid or payable to the principal or to any 
person on his behalf, on account of the carnage of all passengers, livestock or goods 
shipped at that port since the last amval of the ship thereat. 

(2) On receipt of the return, the Income-tax Officer shall assess the amount re¬ 
ferred to m sub-section (1), and for this purpose may call for such accounts or docu¬ 
ments as he may require, and one-twentieth of the amount so assessed shall be deemed 


Return of Profits 
and Gains. 
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to be the amount of the profits and gains accruing to the principal on account of the 
carriage of the passengers, livestock and goods shipped at the port 

(3) When the profits and gams have been assessed as aforesaid, the Income-tax 
Officer shall determine the sum payable as tax thereon at the rate foi the time being 
applicable to the total mcoim of a company, and such sum shall be payable by the 
master of the ship, and a port-cl earanee shall not be granted to the ship until the Cus¬ 
toms-collector or other officer duly authorised to grant the same, is satisfied that the 
tax has been duly paid 

44C. Nothing in this Chapter shall be deemed to present a principal from claiming, 

Adjustment m the year following that in which any payment has been made 

on his behalf under this Chapter, that an assessment be made 
of his total income m the previous year, and that the tax payable on the basis thereof 
be dctumined m accordance with the other provisions of this Act and, if he so claims, 
any such payment as aforesaid shall be tieated as a payment in advance of the tax and 
the difference between the sum so paid and the amount of tax found pa\able by lum 
shall be paid by him 01 refunded to him, as the case may be 


CHAPTER VB. 


Special Provisions relating to Avoidance of Liability to 
Income-tax and Super-tax. 

44D (1) Where any peison has by means of a tra ns ft r of assets by \irtue oi 

t .. tT m consequent! whereof cither alone or m conjunction with associ 

Avoidance of Income- 1 } 

Tax by transaction uttd opuations anv income which if it were the income of such 

^Income t^Per^on^ P ( Ison ™ould be chaigcabJc to income tax becomes pa\able to 

resident or ordinarily a person not resident oi to a person resident but not orchnarilv 
resident Abroad 1 x 

resident in British India, acquned any rights by virtue oi m con 

sequence of winch he has withm the meaning of this section power to enjoy such in¬ 
come, whether forthwith or m tin future that income shall whethei it would or would 
not have been chargeable to income tix apart Iroin the piovisions of tins section lx 
deemed to be income oi such first-mentioned person foi all the purposes of this Act 

(2) Where any person icceivcs or is entitled to lcceue whether before oi lfter any 
transfer of assets by \irtue or in consequence whereof either alone or in conjunction with 
associated opcr itions any mimnc become* payable to a jxrson not usident or resident 
but not ordinallly resident in British indn any sum paiel or payable by way of a loan 
or repayment of a loan ox anv other sum bung a sum which is not paid or payable for 
full consideration m money or money s worth, paid or pavable otherwise than as income, 
such income shall whether it would or would not have been chargeable to income tax 
apart from the provisions of tins section lx deemed to be the income of the first men¬ 
tioned person for all the purposes oi tins Ac t 


(3) Sub section (1) and (2) shall not apply it such first mention* d person shows to 
the satisfaction ol the Income tax Office i either- 

(a) that neither the transfer nor any associated operation had fox its purpose 
or for one of its purposes the avoidance of liability to taxation , or 

(l) that the transfei and all associated operations were bona fide oommeiciai 
transactions and were not designed for the purpose of avoiding liability 
to taxation 

(4) For the purposes of this section, an “associated operation’ means, in re¬ 
lation to any transfer, an operation of any kind ejected by any person m relation to 
any of the assets transferred or any assets representing whethei directly or indirectly 
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any of the assets transfer!ed, or to the income arising from any such assets, or to any assets 
representing whether directly or indirectly the accumulations of income arising from 
any such assets. 

(5) A person shall, for the purposes of this section, be deemed to have power to 
enjoy income of a person not resident, or resident but not ordinarily resident, m British 
India, if— 

(a) the income is m fact so dealt with by any person as to be calculated at Some 

pomt of time and, whether in the form of income or not, to ensure for the 
benefit of the iirst-mentioned person , or 

(b) the receipt or accrual of the income operates to increase the value to such 

first-mentioned person of any assets held by him or for his benefit, or 

(c) such first-mentioned person receives 01 is entitled to receive at any time any 

benefit provided or to be provided out of that income or out of moneys 
which are 01 will be available for the purpose bv reason of the effect or 
succ essiv e effects ot the associated operations on that income and on any 
assets which represent that income, or 

(d) such first- mentioned person has power by means of the exercise of any power 

of appointment or power of revocation or otherwise to obtain for himself, 
whether with or without the consent of any other person, the beneficial 
cmoment of the income, or 

(f) such first-mentioned person is able, in any manner whatsoever and whether 
directK or indirectly to control the application of the income 

(6) In determining whether a person has power to enjoy income within the mean¬ 
ing of this section ugard shall be had to the substantial result and effect of the transfer 
and an\ associated opciutions and all benefits which may at ariv time accrue to such 
person as a icsult of the tiansfer and any associated operations shall be taken into 
account irrespectne of tin nature or form of the benefits. 

(7) J or the purposes of this section— 

(«) the cxjnession "assets" includes property or lights of any kind, and the 
exprtssion " tianslei ” in i elation to rights includes the a cation of those 
lights , 

(b) the expression " benefit ” includes a payment of an> kind ; 

(r) lcfeitntex to income of a person not lesident or of a jierson not ordinarily 
lesident m British India shall, where the amount of the income of a cora- 
pam foi a in veai or period had been deemed to have been distnbuted under 
sub-section (1) of section 23A, include references to so much of the income 
of the company foi that year oi period as is equal to the amount deemed 
to line e been distnbuted to that person; 

(d) leferemes to assets lepresenting any assets, income or accumulations of in¬ 

come include references to shares in or obligations of any company to which, 
oi obligation of any other person to whom, those assets, that income or 
those accumulations axe or have been transferred, 

(e) any body corporate incorporated outside British India shall lie treated as 

if it were lesident out of British India whether it is so resident or not. 

(8) Ihe provisions of this section shall apply for the purposes of assessment to 
income-tax and super-tax for the year ending on the 31st day of March 1940, and sub¬ 
sequent years, and shah apply, in relation to transfers of assets and associated oper¬ 
ations whether earned out before or after the commencement of the Indian Income-tax 
(Amendment) Act, 1939 (VII of 1939), 
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(9) Where any person has been charged to tax on any income deemed to be his 
under the provisions oi this section, and that income is subsequently received by him, 
whether as income or in any other form, it shall not again be deemed to form part of 
his income for the purposes of the Act 

44E. (1) Where tire aw net of any securities (in this sub-section and in sub- 

Avoldance of Tax by section (2) referred to as " tile owner”) agrees to sell or tiansfer 
certain transactions . ° 

in Securities. those securities, and by the same or any collateral agreement— 

(a) agrees to buy back or le-acquire the securities; or 

(b) acquires an option, which he subsequently exercises, to buy back or re-aequire 

the securities ; 

then, if the result of the transaction is that any inteiest becoming pa\able in 
respect of the securities is receivable otherwise than b\ the owner, the interest 
payable As aforesaid shall, whether it would or would not have been c Uai geable 
to tax apart from the provisions of this section, be deemed for all the purposes of 
this Act to be the income oi the owner and not to be the income of am other person. 

(2) The reference in sub-section (1) to bu\ing back or re-acqinriny the securities 
shall be deemed to include ieferencos to buying or acquiring similar secunties, so, 
however, that whether similar securities are bought or acquired, the owner shall hr 
under no greater liability to tux than he would have been under if the original securities 
had been bought back or re-acquired. 

(3) Where any person carrying on a business wInch consists wholly oi partly in 
dealing in securities agrees to buy or acquire any securities, and by the same oi ai : 
collateral agreement- - 

(a) agrees to sell back or re-transfer the securities ; or 

(b) acquires an option, which he subsequently exercises, to sell buck or u*-ttan-d< t 

the securities ; 

th<'U, ii the result ot the transaction is that anv interest bctoineu j»u>able 
in rtsptsl ol the '-et. unties is leceivable by lmn, no account sb * Ii ik. taken of 
the transaction m computing for anv of the purposes of thi • Acl the profits 
arising from or loss sustained m the business. 

(4) Sub-section (3) shall hu\< effect, subject to any necessaiy modifications, as if 
references to selling back oi le-transfening the secunties included reference- to selling 
or transferring similar securities 

(5) For the purpose of this section— 

(a) the expression “interest” includes a dividend; 

(b) the expression ” secunties ” includes stocks aud shares ; 

(0 securities shall be deemed to be similar if they entitle their holders to the same 
rights against the same persons as to capital and interest and the same reme¬ 
dies for the enforcement of those rights, notwithstanding any dot ere nee in 
the total nominal amounts of the respective securities or in the form m which 
they are held or the manner in which they can be transferred. 

(6) The Income-tax Officer may by notice in writing require any person to furnish 
him within such time as he may direct (not being less than twenty-eight days), in respect 
of all securities of which such person was the owner at any time during the period speci¬ 
fied in the notice, such particulars as he considers necessary for the purposes of this 
section and for the purpose of discovering whether tax has been borne in respect of the 
interest on all those securities; and, if that person without reasonable excuse fails to 
comply with the notice, he shall be liable to a penalty not exceeding five hundred rupees 
and to a further penalty of the like amount for every day after the infliction of such 
penalty during which the failure continues. 
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44F. (1) Any person upon whom notice is served by the Income-tax Officer 

Avoidance ofTa*by requiring him to furatsh a statement of particulars relating to 
Salt cum Divfdtad. an y securities m which at any time? during the period specified 
m the notice he has had any beneficial interest and m respect of which within such 
period, eithei no income was received by him, oi the income received by him was less 
than the sum to which the income would hay e amounted if the income from such secu¬ 
rities had accrued from day to day and been apportioned accordingly shall, whether 
an assessment to income-tax or super-tax m respect of his total income has or has not 
betn made for the relevant ytai or y ears of assessment, furnish such a statement and 
such particulars m the form and within tin turn (not bung less than twentv-eight 
day s) required by the notice 

(2) If it appears to the Income tax Ufhcu by reference to all thy circumstances m 
relation to the securities of an} sucli pa son (including circumstances with respect to 
sales, purchases, dealings contracts airangements transfeis oi an> other ti msactions 
relating to such secunties) that buch person lias thereby avoid td or would d\o*4 more 
than ten pei cent of the amount of the income-tax or super tax for any ycai which 
would have been payable in his case m itspect of the income fiom those securities if the 
income had been deemed to accrue from day to day and had Ixcn apportioned accotd 
uigly and the mconn b<> deemed to h ne been apportioned to him had been treated as 
p ut of his total income from all soutc cs for the pm poses of income tat: oi super tax, then 
those securities shall be deemed to be securities to which-sub section (1) applies 

(1) l or the purposes of assessment to income tax or super tax m the case of an\ 
uch pel son the income from inv sec unties to which this sub-section applies shall be 
themed to an rue from diy to d<i\ and m the cast of tin sah oi transfei of mv nth 
tt unties by oi to him shill be cleaned to have been received as and yvhen it is deemed 
to have acciued 

ir^yici cl tint this section shill not uq b if such peison proves to the sitisfaetion 
ol tin income fix Ofhcu thit tlu j\ok) mcc of me tax oi xupt i tax \ni exceptional 
and not systematic and th it then y\ is not in hn < as< m any of the tliuc prect dirtg y eais 
my such uoidanct ofimonn tax oi supa fix oi that the pro\ isions of section 44 J have 
been Tpphtd in hi case m lcspect of such income 

(4) Tf m\ pet son ful to furnish un st itcnu nt or p irtu ulais u qmud undci this 
section oi if the Income 1 1 \ OtUcoi is not s uished with any Materatnt oi particular 
furnish* d under this section the Income tixOIfnci nny nuke u\ estimate of the amount 
of the income which uiidu the foregoing pioystcns of this section, is to be deemed to 
ionn part of the prison total income for the pin poses of income t ix oi super-tax 

(5) if any person without leasombk i\ us< fids to fnimsh my tatenunl or pai- 
ticulais required undci this sccticn he shall he lubh to a penalty not exetedmg h\< 
hundred rupees, and to a further penalty of the like amount foi t\a> clay after the 
infliction of such penalty dtumg which th* failure continues 

(6) Foi the purpose of this section tht expression securities' includes stocks 
and shares 


CHAPTER VI. 

Recovery of Tax and Penalties 

45. Any amount specified as payable m a notice of demand under sub section ($) 
Tax when Payable section 23 A or under section 29 or an or da under section 31 or 

section 33, shall be paid within the time, at the place and to the 
person mentioned in the notice or order, or if a time is not so mentioned then on or 
before the first day of the second month folio wing the date of the service of the notice or 
order, and any assesses failing so to pay shall be deemed to be in default, provided that. 
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when an assessee has presented an appeal under section 30, the Income-tax: Officer may- 
in his discretion treat the assessee as not being in default as long as such appeal is undis¬ 
posed of: 

Provided further that where an assessee has been assessed in respect of income 
arising outside British India in a country the laws of which prohibit or restrict the remit¬ 
tance of money to British India, the Income-tax Officer shall not treat the assessee as in 
default in respect of that part of the tax which is due in respect of that amount of his 
income which by reason of such prohibition or restriction cannot be brought into British 
India, and shall continue to treat the assessee as not in default in respect of such part 
of the tax until the prohibition or restriction is removed, 

fyfilmatiow .—For the purposes of this section income shall be deemed to have been 
brought into British India if it has been utilized or could have been utilized for the 
purposes of any expenditure actually incurred by the assessee without British India or 
if the income whether capitalized or not has been brought into British India in any form. 


46. (1) When an assessee is in default in making a payment of income-tax, the 


Mode and Time of 
Recovery. 


Income-tax Officer may in his discretion direct that, in addition 
to the amount of the arrears, a sum not exceeding that amount 
shall be recovered from the assessee by way of penalty. 


(1A) For the purposes of sub-section (1), the Income-tax Officer may direct the 
recovery of any sum less than the amount of tile arrears and may enhance the sum so 
directed to be recovered from time to time in the case of a continuing default, so however 
that the total sum so directed to be recovered shall not exceed the amount of the arrears 
payable. 

(2) The Income-tax Officer may forward to the Collector a certificate under his 
signature specifying the amount of arrears clue from an assessee and the Collector, on 
receipt of such certificate, shall proceed to recover from such assessee the amount speci¬ 
fied therein as if it were an arrear of land revenue; 


Provided that without prejudice to any other powers of the Collector in this behalf, 
he shall for the purpose of recovering the said amount have the powers which under the 
Code of Civil Procedure, 1908 (V of 1908), a Civil Court has for the purpose of the 
recovery of an amount due under a decree. 


(3) In any area with respect to which the Commissioner has directed that any 
arrears may be recovered by any process enforceable for the recovery of an an ear of any 
municipal tax or local rate imposed under any enactment for the time being in force in 
any part of the province, the Income-tax Officer may proceed to recover the amount due 
by such process. 


(4) The Commissioner may direct by what authority any powers or duties incident 
under any such enactment as aforesaid to the enforcement of any process for the recover})' 
of a municipal tax or local rate shall be exercised or performed when that process is em¬ 
ployed under sub-section (3). 


(5) If any assessee is in receipt of any income chargeable under the head “Salaries” 
the Income-tax Officer may require any person paying the same to deduct from any 
payment subsequent to the date of such requisition any arrears due from such assessee, 
and such person shall comply with any such requisition, and shall pay the sum so deduct¬ 
ed to the credit of the Central Government or as the Central Board of Kevcnue directs. 


(6) If the recovery of income-tax in any area has been entrusted to a Provincial 
Government under section 124 (1) of the Government of India Act, 1935, the Provin¬ 
cial Government may direct with respect to that area or any part thereof that income 
tax shall be recovered therein with, and as an additional to, any municipal tax or local 
rate, by the same person and in the same manner as the municipal tax or local rate is- 
recovered. 
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(?) Save in accordance with the provisions of sub-section (|) of Section 42, or of 
proviso to Section 45, no proceedings for the recovery of any sum payable under this 
Act shall be commenced after the expiration of one year from the last day of the financial 
year in Which any demand is made under this Act: 

Provided that whether the sum payable is allowed to be paid by instalments the 
period of one year herein referred to shall be reckoned from the date on which the last of 
such instalments was due. 

47. Any sum imposed by way of penalty under the provisions of sub-section (2) 
Recovery of Penalties, section 2f b section 28, sub-section (6) of section 44E, sub-section 
(5) of section 44F or sub-section (1) of section 46 and any interest 
payable under the provisions of sub-section (4), (6) , (7) or (8) of section 18A, shall be re¬ 
coverable in the manner provided in this Chapter for the recovery of arrears of tax. 

CHAPTER VII. 

Refunds. 

48. (1) Jf any individual, Hindu undivided famity, company, local authority, 

Refunds # rm or other association of persons, or any partner of a firm or 

member of an association individually satisfies the Income-tax 
Officer or other authority appointed by the Central Government m this behalf that the 
amount of tax paid by him or on his Ixdialf or treated as paid on his behalf for any year 
exceeds the amount with which he is properly chargeable tinder this Act for thav year, 
lie shall be entitled to a refund of any such excess 

(2) The Appellate Assistant Commissioner or the Appellate Tribunal in the exer¬ 
cise of their appellate powers if satisfied to the like effect shall cause a refund to bo made 
bv the Income-tax Officer of any amount found to have been wrongly paid or paid in 


(3) Where income of one person is included under any provision of this Act in the 
total income of any other person such other person only shall be entitled to a refund 
under this section in respect of such income. 

(4) Nothing in this section shall operate to validate any objection or apjieal which 
is otherwise invalid or to authorise the revision of any assessment or otiie r matter which 
has become final and conclusive, or the review by auv officer of a decision of his own 
which is subject to appeal or revision, or where anv relief is specifically provided elsewhere 
in this Act, to entitle anv person to claim a icfund of tax payable before the com¬ 
mencement of tlie Indian Income-tax (Amendment) Act, 1939 (VII of 1939), winch he 
would not be entitled to claim but foi the passing of that Act. 


GeDcral^Poww tomake 48A. h'rpeului bv Act 7 of 1939, Section 58. 

49. (1) If any person who has paid by deduction under section 18 or otherwise 


_ , Indian income-tax lor any vear on any part of his income proves 

United Kingdom to the satisfaction of the Income-tax Officer that he has paid by 
Income-Tax deduction or otherwise United Kingdom income-tax tor the cor¬ 

responding year in respect of the same part of his income and that the rate at which he 
was entitled to, and has obtained, relief under the provisions of section 27 of the Finance 
Act, 1920, is less than the Indian rate of tax charged in respect of that part of bis 
income, he shall be entitled to a refund of a sum calculated on that part of his income 
at a rate equal to the difference between the Indian rate of tax or the appropriate rate 
of United Kingdom income-tax, whichever is less, and the rate at which he was entitled 
to, and obtained relief under that section : 

Provided that in no case shall the rate at winch such refund is Calculated exceed half 
the Indian rate of tax appropriate to the income of the person entitled to relief. 
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(2) In sub-section (1)— 

(a) the expression " Indian income-tax ” means income-tax and super-tax charged * 

in accordance with the provisions of this Act; 

(b) the expression "Indian rate of tax” means the amount of Indian income-tax 

exclusive of super-tax after deduction of any relief due to a claimant under 
the other provisions of this Act, but before deduction of any relief due to him 
under this section, divided by his total income after deducting therefrom any 
income (including income from a share in an unregistered firm) exempted from • 
tax by or under the provisions of this Act, added to the amount of Indian super¬ 
tax before deduction of auy relief due to the claimant under this section divid¬ 
ed by his total income ; 

(c) the expression ” United Kingdom income-tax ” means income-tax and super¬ 

tax chargeable in accordance with the provisions of the Income-tax Acts ; 

(d) tire expression "appropriate rate of United Kingdom income-tax” has the 

meaning assigned to that expression in section 27 of the Finance Act, 1920, 
as amended by the Finance Act, 1927. 


49A, (1) The Central Government may, by notification in the Official Gazette, 


Relief In respect of 
Indian State and 
Dominion Income-Tax, 


make provision for the granting of relief in respect of income on 
which has been paid both income-tax (including super-tax) under 
this Act and Dominion income-tax. 


(2) For the purposes of this section ” Dominion income-tax ” means any income- 
tax or super-tax charged under any law in force m any Indian State or in any part of 
His Majesty's Dominions (other than the United Kingdom) where the laws of that State 
or part provide for lehef in respect of tax charged on income both in that State or part 
and |fi British India winch appeals to the Central Board at Revenue to correspond to the 
relief which may be gianted bv this s>cition 


49B. Where anv dividend lias been paid, credited or distributed or is deemed to 
Income-Tax on Com have been paid, credited or distributed to any of the persons spe- 
deemST to hav? been cified in section 3 who is a shareholder of a company which is 

paid by Shareholder assessed to m< onto tax m I finish India or elsewhere such person 

shall be deemed m resjiect of such dividend hinw li to have paid income-tax ( exclusive 
of super-tax) at the rate applicable to the total income of a company for the financial 
year in which the dividend has been paid, < xedited or distributed or is deemed to have 
been paid, credited or distributed on so much of the dividend as bears to the whole the 
same proportion as the amount of income on which the company is liable to pay income- 
tax beans to the whole income of the company. 


49C. (1) Where any dividend has been paid, credited or distributed or is deemed 

to have been paid, ciedited or distributed to a shareholder of a 
Relief Granted to a company which has obtained the relief referred to in section 49 
C °Sie? y Grant<i >e u? led ° r £ rant ed under section 49A or under the India and Burma (In- 
Sbareholder. come-tax Relief) Order, 3936, the shareholder shall be deemed 

m respcit of such dividend himself to have obtained such relief 
at the rate* at which such relief has been granted in respect of income-tax only to the 
company for the financial year preceding the year in which the dividend was paid, 
credited oa distributed or is deemed to have been j>aid credited or distributed. 


(2) If the rate at which a shareholder is deemed under sub-section (1) to have 
obtained relief exceeds the rate at which he would have been entitled to relief had such 
relief been given direct to him In or under the said sections or Order, any excess shall be 
recovered from him either as an addition to the tax payable by him on any assessment 
made on him untier section 23 or section 34 or by setting it off against any relief due to 
him under section 48, 
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490* If any person who has paid by deduction or otherwise Indian income-tax for 
Relief in respect of any year in respect of any income arising without British India in a 
country the laws of which do not provide for any relief in respect 
R fhftlsh hKi Gi °* charged in British India proves that he has paid 

Income-Tax. incomes tax by deduction or otherwise under the laws of the said 

country in respect of the same income, he shall be entitled to the deduction from the 
Indian income-tax payable of a sum equal to one-half of such Indian income-tax or to 
one-half of such tax payable in the said country, whichever is the less. 


Explanation .—The expression " Indian income-tax ” in this section means income- 
tax and super-tax charged in accordance with the provisions of this Act. 

49E. Where under any of the provisions of this Act, a refund is found to be due to 
any person, the Income-tax Officer, Appellate Assistant Commis- 
amount of Refunds skmer or Commissioner, as the case may be, may, in lieu of pay- 

against last remain- ment of the refund, set off the amount to be refunded or any part 

jag payable. L x 

of that amount against the tax, if any, remaining payable by the 

person to whom the refund is due. 

49F. Where through death, incapacity, bankruptcy, liquidation or other cause, 
a person who would but for such cause have been entitled to a 
refund under any of the provisions of this Act, or to make a claim 
under section 48 or 49, is unable to receive such refund or to make 
such claim, his executor, administrator or other legal represen¬ 
tative or the trustee or receiver, as the case may be, shall be entitled to receive such re¬ 
fund or to make such claim for the benefit of such person or his estate, 

50. No claim to any refund of income-tax or super-tax under this Chapter shall be 
allowed, unless it is made within four years from the last day of 
Limitation^Claims financial year commencing next after the expiry of the pre¬ 

vious year m which the income arose, accrued or was received or 
was deemed to have arisen accrued or been received or wav brought into British India : 

Provided that wheie the claim is to a refund of income-tax or super-tax paid prior 
to the commencement of the Indian Income-tax (Amendment) Act, 1939 (VII of 1939), 
the claim shall not be allowed unless it is made within one year from the last day of the 
year in which the tax was recovered or before the last day of the financial year com¬ 
mencing aft ci the expiry of the previous year as defined in clause (13) of section 2 in which 
the income arose on which the tax was recovered, whichevei period may expn c later . 


Power of Representa¬ 
tive of Deceased person 
or person disabled to 
make Claim on his 
behalf. 


Provided further that a claim to refund undet section 49 of tax paid prior to the 
commencement of the Indian Income-tax (Amendment) Act, 1939 (VII of 1939), may be 
admitted attoi the period of limitation herein prescribed, when the applicant satisfies 
the Commissioner, or an Assistant Commissioner of Income-tax .specially empowered in 
this behalf by the Central Board of Revenue that he had sufficient cause for not making 
the claim within »iuli period. 


A ppcal ftgafast refusal 
of Refund. 


50A. Omitted by Section 62 of the Indian Income-tax (Amend* 
ment) Act, 1939 (7 of 1939). 


CHAPTER VIII. 

Offences end Penalties. 


Failure to make pay¬ 
ments or deliver 
Returns or Statements 
or allow Inspection. 


51. If a person fails without reasonable cause or excuse— 


(a) to deduct and pay any tax as required by section 18 or under sub-section (5) 
of section 46; 
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(b) to furnish a certificate required by subjection (9) of section IS or by section 

20 to be furnished ; 

(c) to furnish in due time any of the returns mentioned in section 19A, section 

20A, section 21, sub-section (2) of section 22, or section 38 ; 

(d) to produce, or cause to be produced, on or before the date mentioned in my 

notice under sub-section (4) of section 22, such accounts and documents as 
are referred to i n the notice; 

(e) to grant inspection or allow copies to be taken in accordance with the provi¬ 

sions of section 39; 


he shall, on conviction before a Magistrate, be punishable with fine which may extend 
to ten rupees for every day during which the default continues. 


False Statement in 
Declaration. 


52, If a person makes a statement in a verification mentioned m section 19A or 
section 20A or section 21 or section 22 or sub-section (2) of section 
26A or sub-section (3) of section 30, or sub-section (3) of section 33 
which is false, and which he either knows or believes to be false, 
or does not believe to be true, he shall be punishable, on conviction before a Magistrate, 
with simple imprisonment which may extend to six months, or with fine which may 
extend to one thousand rupees, or with both. 


Prosecution to be at 53. (1) A person shall not be proceeded against for an 

offence under section 51 or section 52 except at the instance of the 
missions, inspecting Assistant Commissioner. 

(2) The Inspecting Assistant Commissioner may either before or alter the insti¬ 
tution of proceedings compound any such offence 


54. (1) All particulars contained in any statement made, return furnished or 

Disclosure of Informa accounts or documents produced under the provisions of this 


Aticm by a public 
Servant. 


Act, or in any evidence given, or affidavit or deposition made,in 
the course of any proceedings under tins Act other than proceed¬ 
ings under this Chapter, oi in any record ol any assessment proceeding, or any pro¬ 
ceeding, or any proceeding relating to the recovery of a demand, prepared for the pur¬ 
poses of this Act, shall bo treated as confidential, and notwithstanding Anything con¬ 
tained in the Indian Evidence Act, 1872 (I of 1872), no Court shall, save as provided 
in this Act, tie entitled to ret pure any public servant to produce before it any such icturn, 
accounts, documents or record or anv part of any such record, or to give evidence before 
it in respect thereof. 


(2) If a public servant discloses any particulars contained in anv such state¬ 
ment, return, accounts, documents, evidence, affidavit, deposition or record, he shall 
be punishable with imprisonment which may extend to six months, and shall also be 
be liable to fine. 


(3) Nothing in this section shall apply to the disclosure— 

(а) of any such particulars for the purposes of a prosecution under the Indian 

1 Vital Code (XLV of 1860) in respect of any such statement, return, accounts, 
dovuments, evidence, affidavit or deposition, or for the purposes of a pro¬ 
secution under this Act; or 

(б) of any such particulars to any person acting in the execution of this Act where 

it is necessary to disclose the same to him for the purposes of this Act; or 

(c) of any such particulars occasioned by the lawful employment under this 
Act of any process for the service of any notice or the recovery of any de¬ 
mand; or 



(*) of any such particulars to a Civil Coart In any suit to which Government 
is a party, which relates to any matter arising oat of any proceeding under 
this Act; or 

(a) erf any such particulars to the Auditor General of India for the purpose of 
enabling him to discharge his functions under section 144 of the Govern* 
ment of India Act, 1935; or 

(f) of any such particulars to any officer appointed by the Auditor General of 

India or the Central Board of Revenue to audit income-tax receipts or 
refunds; or 

(g) of any such particulars, relevant to any inquiry into the conduct of an official 

of the Income-tax Department, to any persons appointed Commissioners 
under the Public Servants (Inquiries) Act, 1850 '(XXXVII of 1850) or to 
an officer otherwise appointed to hold such inquiry, or to a PubEc Service 
Commission established under the Government of India Act, 1935, when 
exercising its functions in relation to any matter arising out of any such 
inquiry; or 

fgg) of any such particulars, relevant to any inquiry into a charge of misconduct 
in connection with income-tax proceedings against a lawyer or Registered 
Accountant, to the authority referred to m sub-section (3) of section 61, 
when exercising the functions referred to in that sub-section; or 

(h) of any such particulars occasioned by the lawful exercise by a public servant 

of his power under the Indian Stamp Act, 1899 (II of 1899), to impound 
an insufficiently stamped document; or 

(t) of such facts, to an authorised officer of the United Kingdom, or of any 
Indian State or of any part of His Majesty’s Dominions which has entered 
into an agreement with British India for the granting of double taxation 
relief, as may be necessary for the purpose of enabling such relief or a re¬ 
fund under section 49 of this Act to be given ; or 

fj) of such facts, to an officer of a Provincial Government, as may tie necessary 
for the purpose of enabling that Government to levy or realise any tax 
imposed by it on agricultural income; or 

\k) of such facts, to any authority exercising powers under the Sea Customs 
Act, 1878 (VIII of 1878), or any Act of the Central Legislature imposing 

a duty of excise as may be necessary for enabling it duly to exercise such 

powers; or 

(?) of such facts, to any person charged by law with the duty of inquiring into 
the qualifications of electors, as may be necessary to establish whether a 
person is or is not entitled to be entered on an electoral roll; or 

(w) of so much of such particulars, to the appropriate authority, as may be 
necessary to establish whether a person has or has not been assessed to 
income-tax in any particular year or years, where under the provisions 
of any law for the time being in force such fact is required to be established, 

(4) Nothing in this section shall apply to the production by a pubHc Servant 

before a Court of any document, declaration or affidavit filed, or the record of any 

statement or deposition made in a proceeding under section 25A or section 26A or to the 
giving of evidence by a public servant in respect thereof. 

0) Ho prosecution shall be instituted under this section except with the previous 
sanction of the Commissioner, 

14 



\ CHAPrER ix. ' 

$ap«p«tAx. 

- SS* In addition; to the income-tax charged for any year, them shell be charged; 

levied and paid for that year in respect of the total income of 
Xfcwftof SajierTax. p re vions year of any individual^ Hindu undivided family, com¬ 

pany, local authority, unregistered firm or other association of persons not being a regis¬ 
tered him, Or the partners of the firm or members of the association individually, aa 
Additional duty of income-tax (in this Act referred to as super-tax) at the rate or rates 
laid down for that year by Act of the Central Legislature: 

I&i Provided that where under the provisions of clause (6) of sub-section (5) of section, 
TO an unregistered lirra has been assessed in the maimer applicable to a registered firm, 
%uper-tax shall tie payable by each partner of the firm individually on his share in the 
income, profits and gains of the firm and not by the firm itself r 

. Provided further that, where the profits and gains of an unregistered firm or other 
association of persons not being a company have been assessed to super-tax, super¬ 
tax shall not be payable by a partner of the firm or a member of the association, as the 
mary be, in respect of the amount of such profits and gains which is proportionate 
to his share. 

i 15#* Excopt itl cases to which by clause (a) of the proviso to sub-sections (3) and 
(4) of section 25 those sub-sections do not applv and subject to 
cS°Swp« r Tax the provisions of this Chapter, the total income of any individual, 

, Hindu undivided family, company, local authority, unregistered 

firm or oilier association of persons shall, for the purposes of super-tax, be the total 
income as assessed for the purposes of income-tax, and where an assessment of total 
income has become final and conclusive for the purposes of income-tax for any year, 
the assessment shall also be final and conclusive for the purposes of supertax for the 
same year. 

Non-Resident Partners 57. Omitted by section 69 oj the Indian Income-tax ( Amend- 
md Shareholders. ment) Act, 1939;(7 of 19*9). 

58 . ( 1 ) All the provisions of this Act, relating to the charge, assessment, collec¬ 
tion and recovery of income-tax except those contained in sec- 
Ap t? l SuperTax^ C * tion 3, the second proviso to sub-section (1) of section 7, 

the second and third provisos to section 8, clauses {a) and (b) of 
sub-section (2) Of section 14, and section 15, 15A, 19, and 20 and the first proviso to 
subjection (1) of section 41 and section 58F and sub-section (2) of section 58G shall 
apply, so far as may be, to the charge, assessment, collection and recovery of super-tax* 

(2) Save as provided in sub-sections (2), (2A), (2B), (3B), (3C), (3D) and (3E) 
of section 18, and section 58H supertax shall be payable by the assessee direct. 


CHAPTER IXA. 

Sptcial Provision* rotating to certain cla*»«« of Provident Funds. 

58A. Ip this Chapter, unless there is anything repugnant in 


Definitions, 

w 


the subject or context,— 
a "recognised provident fund" means a provident fund which has been and 


continues to be recognised by the Commissioner, in accordance with the 
provisions of this Chapter? 

(6) an " employer " means— 

(i) a Hindu undivided family, company* firm or other association of pei> 
sons, or * , u 



(ii)' an uadividtial. engaged in a business, profession or vocation whereof 
» ' * the profits and gate ate assessable to income tax under section 10, 

maintaining a provident fund for the benefit of his or its employees; 

» . (c) an ** employee ** means an employee participating in a provident fund, 

'* . i but does not include a personal or domestic servant; 

frf) a ** contribution ** means any sum credited by or an behalf of any employee 
' out of his salary, or by an employer out of his own monies, to the indivi¬ 

dual account of an employee, but does not include any sum credited as 
interest, 

(e) the '* balance to the credit” of an employee means the total amount to the 
credit of his individual account in a provident fund at any time; 

{/) the “annual accretion “ to the balance to the credit of an employee means 
the increase to such balance in any year, arising from contributions and 
interest; 


( ) the “ accumulated balance due “ to an employee means the balance to hb 
credit, or such portion thereof as may be claimable by him under the regu¬ 
lations of the fund, on the day he ceases to be an employee of the employer 
maintaining the fund ; and 


(ft) the " regulations of a fund ” means the special body of regulations govern¬ 
ing the constitution and administration of a particular provident fund. 

8$B* (1) The Commissioner of Income-tax may accord recognition to any pro- 
The according and vjdent fund which, m his opinion, satisfies the conditions prescri¬ 


bed in section 58C and the rules made thereunder, and may, at 
any time, withdraw such recognition, if, in his opinion, the pro¬ 
vident fund contravenes any of those conditions. 


withdrawal of 
Recognition, 


(2) An order according recognition shall take effect on such date as the Com¬ 
missioner may fix m accordance with any rules the Central Board of Revenue may make 
in this behalf, such date not being later than the last day of the financial year in which 
the order is made. 


(3) An order withdrawing recognition shall take effect from the day on which it is 
made, 

(3A) An order according recognition to a provident fund shall not, unless the Com¬ 
missioner otherwise directs, be affected by the fact that the fund is subsequently amal¬ 
gamated with another provident fund on the occurrence of an amalgamation of the 
undertakings in connection with which the two funds are maintained, or that it subsequ¬ 
ently absorbs the whole or a part of another provident fund belonging to an under¬ 
taking which is wholly or in part transferred to or merged in the undertaking of the 
employer maintaining the first-mentioned fund. 

(4) An employer objecting to an order of the Commissioner refusing to recognise 
or an order withdrawing recognition from a provident fund may appeal, within sixty 
days of such order, to the Central Board of Revenue. 

The appeal shall be in the form and shall be verified in the manner prescribed by 
the Central Board of Revenue. 

58C t . (1) order that a provident fund may receive and retain recognition 

t0 r* shall satisfy the conditions set out below and any other condi- 

mSd^o\?deotFund, tions which the Central Government may, by rule, prescribe— 

(a) All employees shall be employed in India, or shall be employed by an em¬ 
ployer whose principal place of business is in British India: 

jf ' Provided that the Commissioner may, if he thinks fit and subject to such 

conditions, if any* as he thinks proper to attach to the recognition, 
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* recognition Ho * fond maintained by m employer whose ptindipal place of 
/ 1 i business is loot in British India notvrithst^xdixig that a proportion not 

r exceeding teat per cent of the employees is employed outride India. 

/ (tj The contributions of ah employee in any year Shall be a definite proportion 
of his salary for that year, and shah be deducted by the employer from the 
employee's eatery in that proportion, at each periodical payment of such 
salary in that year and credited to the employee's individual account in 
the fund: ; 

Provided that an employee who retains his employment while serving in His 
Majesty’s Forces or when taken into or employed in the national service, 
under the National Service (European British Subjects) Act, 1940 (XVIII 
of 1940), or the National Service (Technical Personal) Ordinance, 1940 
(II of 1940), may, notwithstanding that he receives from the employer no 
salary or a salary less than he would have received had he not entered His 
Majesty’s Forces, or been so taken into or employed in the national service, 
contribute to the fund during his service in His Majesty's Forces or while 
so taken into or employed in the national service a sum not exceeding the 
amount he would have contributed had he continued to receive from the 
employer the same salary (including increments, if any) Os he would have 
received had he not entered His Majesty's Forces or been taken into or 
employed in the national service. 

(c) Subject to the provisions of section 58D, the contributions of an employer 
to the individual account of an employee in any year shall not exceed the 
amount of the contributions of the employee in that year, and shall be 
credited to the employee's individual account at intervals not exceeding 
one year. 

(d) The fund shall consist of contributions as above specified and of dona¬ 
tions, if any, received by the trustees, of accumulations thereof, and of 
interest (simple and compound), credited in respect of such contributions, 
donations and accumulations, and of securities purchased therewith, and of 
no other sums. 

(e) The fund shall be vested in two or more trustees or in the Official Trustee 
under a trust which shall not be revocable save with the consent of all the 
beneficiaries. 

(/) The employer shall not be entitled to recover any sum whatsoever from 
the fund, save in cases where the employee is dismissed for misconduct or 
voluntarily leaves his employment otherwise than on account of ill-health 
or other unavoidable cause before the expiration of the term of service 
specified in this behalf in the regulations of the fund. 

In such cases the recoveries made by the employer shall be limited to the con¬ 
tributions made by him to the individual account of the employee, and to 
interest (simple and compound) credited in respect of such contributions and 
accumulations thereof, in accordance with the regulations of the fund. 

(g) The accumulated balance due to an employee shall be payable on the day 
t he ceases to be an employee of the employer maintaining the fund. 

(ft) Save as provided in clause (g), or in accordance with such conditions and 
restrictions as the Central Government may, by rules, prescribe, no portion 
of the balance to the credit of an employee shall be payable to him. 

(2) Where there is a repugnance between any regulation of a recognised provident 
fund and any provision of this Chapter or of the rules made thereunder, the regulation 
ribUttt, to the Extent of the repugnance, be of no effect. 



Tile Commissioner may, at toy tlme, require Unit such repugnance shall be removed 
inm Hie regulations of Hie fond. 

$S0« Subject to toy rules which the'Central Government may make in this behalf, 
^SSSS **** ^ injDa ^ one ^ Mty. respect ol any particular fond, relax 

(kmtrtbatoTiySrteia the provisions of condition <c) of ShlHfcctioa (1) of section 58C— 

(a) so as to permit the payment of larger contributions by an employer tp th$ 

individual accounts of employees whose salary does not exceed five hundred 
rupees per mensem, and 

(b) so as to permit the crediting by employers to the individual accounts of em? 

ployees of periodical bonuses or other contributions of a contingent nature, 
where the calculation and payment of such bonuses or other contributions 
is provided for on definite principles by the regulations of the fund* 

S8E. The annual accretion in any year to the balance at the credit of an employee 
Anno*] Accretion participating in a recognised provident fund shall be deemed to 

<*«»aed to be Income have been received by him in that year and shall be included in 

seoeivou. his total income for that year, and, subject to the exemptions 

specified in section 58F, shall be liable to income-tax and super-tax: 

Provided that, for the purpose of sub-section (3) of section 15, out of such annual’ 
accretion only the employee's own contributions shall be included in his total income. 

S8F, (l) An employee shall not be liable to pay income-tax on contributions to 
his individual account in a recognised provident fund* in so far as 
Exemption of Annual the aggregate of such contributions in any year does not exceed 

ACC OTme 0 Ti!x m In one-sixth of his salary in that year or six thousand rupees, which¬ 

ever is less. 


(2) Interest credited on the accumulated balance of any employee in a recognised 
provident fund shall be exempt from payment of income-tax if and m so far as it does not 
exceed one-third of the salary of the employee for the year concerned, and in so far as it 
is allowed at a rate not exceeding such rate as the Central Government may, by noti¬ 
fication m the official Gazette, fix in this behalf. 


S8G. (1) Where the accumulated balance due to an employee participating in a 
recognised provident fund becomes payable such accumulated 
Exemgttooof^Aooijdcnula- balance shall be exempt from payment of super-tax except to the 

Int S^erTax an<1 extent of an amount equal to the aggregate of the amounts of 
super-tax on annual accretions that would have been payable 
under section 58E up to the first day bf April, 1933, if the Indian Income-tax (Second 
Amendment) Act, 1933 had come into force on the 15th March, 1930, 


(2) Where an employee participating in a recognised provident fund has rendered 

continuous service with his employer for a period of not less than five years, and the 
accumulated balance due to him becomes payable, such accumulated balance shall be 
exempt from payment of income-tax and shall be excluded from the computation of Ida 
total income: , 

Provided that the Commissioner of Income-tax may allow such exemption and 
exclusion where the employee has rendered continuous service with the employer for a 
period of less than five years, if, in his opinion, the service has been terminated by reason 
0# the employee's ill-health, or by the contraction or discontinuance of the employed* 
business, or other cause beyond the control of the employee. 

(3) Where exemption from payment bf inbome^thx is not allowed under the provi¬ 
sions of sub-^ectiou (2), the income-tax Officer shall calculate the total of Hie variousSttos 
of income-tax and super-tax which would haVe been payable by the employee in fcespfcfet 
of his total income for each of the years concerned if the fund had not been 
provident fund, and the amount bjHwhlch sfich total exceeds the ^fotal^of ah Wttk 



toy or on beh&tfof sudhemployee by way of tax to such years shah be payable by the 
employee in addition to any other income-tax and super-tax for which he may be Mattie 
im the year in which the accumulated balance due to him becomes payable* s» 

5f*H. The trustees of a recognised provident fund, or other person authorised by 
the regulations of the fund to make payment of accumulated 
BtfpetfcMk at source balances due to employees, shall, at the time an accumulated 
TOrirw l3alance due to an employee is paid, deduct therefrom any income- 
doe. tax payable under sub-section (3) of section 58G and any income- 

tax and super-tax payable on an employee's total income as deter¬ 
mined utoder sub-section (3) of section 58 J, and sub-sections (4) to (9) of section 18 shall 
apply as if the sum to be deducted were income-tax payable under the head <f Salaries." 

SSI, (1) The accounts of a recognised provident fund shall be maintained by the 
trustees of the fund and shall be in such form and for such period 
and shall contain such particulars as the Central Board of Reve¬ 
nue may prescribe. 

(2) The accounts shall be open to inspection at all reasonable times by Income-tax 
authorities, and the trustees shall furnish to the Income-tax Officer such abstracts thereof 
as the Central Board of Revenue may prescribe* 

S8J. (1) Where recognition is accorded to a provident fund with existing balances 
an account shall be made of the fund up to the day before the day 
Twetoxento!Bences on which the recognition takes effect, showing the balance to the 
FrovMentF^d^ credit of each employee on such day, and containing such further 
particulars as the Central Board of Revenue may prescribe. 

(2) The account shall also show in respect of the balance to the credit of each em¬ 
ployee the amount thereof which is to be transferred to that employee’s account in the 
recognised provident fund, and such amount (hereinafter called his transferred balance) 
shall be shown as the balance to his credit in the recognised provident fund on the date on 
which the recognition of the fund takes effect, and sub-sections (3) and (4) shall apply 
thereto. 

Any portion of the balance to the credit of an employee in the existing fund which 
is not transferred to the recognised fund shall be excluded from the accounts of the re¬ 
cognised fund and shall be liable to income-tax and super-tax in accordance with the 
provisions of this Act other than this Chapter. 

(5) Subject to such rules as the Central Board of Revenue may make in this behalf 
the Income-tax Officer shall make a calculation of the aggregate of all sums comprised in 
a transferred balance which would have been liable to income-tax if this Chapter had 
been in force from the date of the institution of the fund, without regard to any tax which 
may have been paid on any such sum, and such aggregate (if any) shall be deemed to be 
Income received by the employee in the year in which the recognition of the fund takes 
effect, and shall be included in the employee's total income for that year , and, for the 
purposes of assessment, the remainder of the transferred balance shall be disregarded, 
but no other exemption or relief, by way of refund or otherwise, shall be granted in res¬ 
pect of any sum comprised in such transferred balance; 

Provided that, in cases of serious accounting difficulty, the Commissioner shall 
have power, subject to the said rules, to make a summary calculation of such aggregate* 

(4) Notwithstanding anything contained in condition (A) of sub-section (1) of sec¬ 
tion 58C an employee, in order to enable him to pay the amount of tax assessed on his 
total income as determined under sub-section (3), shall be entitled to withdraw from the 
balance to his credit in the recognised provident fund a sum not exceedu& the difference 
between such amount and the amount to which he would have been assessed if the trans¬ 
ferred balance had not been included in his total income. 
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' I s ) $fofchin$ ifc this: Section fchatt affect the rights of the persons administering 
*** tiWcc^Se^ provident fund of dealing with it* or with the,balancer to the credit of 
my individual employee, before recognition is accorded, in any manner which may be 
•lawful. 


‘ MIC. spb) Where an employer who maintains a provident fund (whether recog- 
HWtmettt of Fund n *sed or not) for the benefit of his employees and has not trans- 

tmwftirred by- ferrcd the fund or any portion o! it, transfers such fund or portion 

p yer to rustee. to trustees j n trust for the employees participating m the fund, the 
amount so transferred shall be deemed to be of the nature of capital expenditure* 

(2) When an employee participating in such fund is paid the accumulated balance 
•due to him therefrom, any portion of such balance as represents his share in the amount 
-So transferred to the trustee (without addition of interest, and exclusive of the employee's 
•contributions and interest thereon) shall, if the employer has made effective arrangements 
to secure that tax shall be deducted at source from the amount of such share when paid 
to the employee, be deemed to be an expenditure by the employer within the meaning 
of clause (xtt) of sub-section (2) of section 10, incurred m the year in which the accumu- 
ated balance due to the employee is paid. 


(Provisions relating to ML. (l) All rules made under this Chapter shall be subject 
Rulet * to the provisions of sub-sections (4) and (5) of section 59. 

(2) In addition to any power conferred bv this Chapter, the Central Government 
«may make rules— 

(а) prescribing the statements and other information to be submitted with an 

application for recognition; 

(б) limiting the contributions to a lecognised provident fund by employees of & 

company who are shareholders in the company; 

(c) providing for the assessment bv way of penalty of any consideration received 
by an employee for an assignment of, or creation of a charge upon, his oene- 
ficial interest in a recognised provident fund; 

(i d) determining the extent to and the manner in which exemption from payment 
of income-tax and super tax may be granted in respect of contributions and 
interest credited to the individual accounts of employees in a provident 
fund from which recognition has been withdrawn; and 

(«) generally, to carry out the purposes of this Chapter and to secure such further 
control over the recognition of provident funds and the administration of 
recognised provident funds as it may deem requisite. 

Application of this 58M. This Chapter shall not apply to any provident fund to 

Chapter. which the Provident Funds Act, 1925 applies. 


CHAPTER IXB. 


Special Provision* relating to cartain cliitet of 
Superannuation Fund*. 


Pf&nitkm 


58N. In this Chapter, unless there is anything repugnant In 
the subject or context,— 4 v / 1 


* approved superannuation fund * means a superannuation fund or any part 
of a superannuation fund which has been and continues to be approved by 
the Central Board M ftevenue in accordance with the provisions 1 of this! 
Chapter -; T w ' * t 
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tty ,f employer/ 4 employee * and f contribution ♦ have, in relation to snpemnmia* 
* / tion, funds, the meanings assigned to those expressions in section 88A hi 

relation to provident funds t 

(c) * Ordinary animal contribution 9 means an annual contribution of a fined 
amount or an annual contribution computed on some definite basis by 
reference to the earnings, the contributions or the number of members of 
the fund* 

88 0» (I) The Central Board of Revenue may accord approval to any super¬ 
annuation fund or any part of a superannuation fund Which in its 
SSmSTa* opinion complies with the requirements of section 58P, and may 

at any time withdraw such approval, if hi its opinion the circum¬ 
stances of the fund or part cease to warrant the continuance of the approval, 

(2) The Central Board of Revenue shall communicate in writing to the trustees of 
the fund the grant of approval with the date on which the approval is to take effect, and, 
Where the approval is granted subject to conditions, those conditions, 

(3) The Central Board of Revenue shall communicate in writing to the trustees of 
the fund any withdrawal of approval with the reasons for such withdrawal and the date 
on which the withdrawal is to take effect. 


(4) The Central Board of Revenue shall neither refuse nor withdraw approval to 
any superannuation fund or any part of a superannuation fund unless it has given the 
trustees of that fund a reasonable opportunity of being heard in the matter. 


C andHten, ,ot' A!) p ro v*i. S8P - In order 13131 a superannuation fund may receive 

and retain approval the following conditions shall be satisfied, 

namely 

(а) the fund shall be a fund established under an irrevocable trust in connection 
( , with a trade or undertaking carried On in British India; 

(&) ■ the fund shall have for its sole purpose the provision of annuities for employees 
m the trade or undertaking on their retirement at or after a specified age or 
on their becoming incapacitated prior to such retirement, or for the widows, 

, children or dependants of persons who are or have been such employees on 

the death of those persons ; and 

(б) the employer in the trade or undertaking shall be a contributor to the fund : 

Provided that the Central Board of Revenue may, if it thinks fit and subject 
to such conditions, if any, as it thinks proper to attach to the approval, 
approve a fund or any part of a fund— 


(*) notwithstanding that the rules of the fund provide for the return \n 
certain contingencies of contributions paid to the fund, or 

{ii) if the main purpose of the fund is the provision of such annuities as 
aforesaid, notMthstandfirg that such provision is not its sole 
purpose or, 

notwithstanding^that the trade or undertaking in connection with 
which the fund is established is carried on only partly in British 
India. 

58Q. (1) An application for approval of a superannuation fund or part of a super- 

i annuation fund for any year of assessment shall be made in writing 

before the end of that year by the trustees of the fund to the 
Income-tax Officer, and shall be accompanied by a copy of the 
instrimi ent' hnder which the fund is established and by two* copies of^the rules and of tfie 
accounts O^.the fund fbr the last year for which such ^accounts have been made up* 
The CentfstfTBoafd of Revenue may require such further information to be supplied as 
it thinks proper* •' * 


(i«) 


Application for 
Appror*!. 
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<2S) || any alteration in the roles, constittttioh, objects or conditions of the fond i& 
Orade At any time after the date of the application for approval, the trustees of the ftmd' 
rtndl forthwith communicate such alteration to the Income-tax Officer, and In default of 
auth communication any approval given shall, unless the Central Board of Revenue other* 
wise orders, he deemed to have been withdrawn from the date on which the alteration* 
took effect. t 

SBR. income derived from investments or deposits of an approved superannuation 
fund shall he exempt from payment of income-tax, and any sum 
StowaMtmtJkm °Fand ky an employer or an employee by way of contribution to* 

from Income-Tax. wards an approved superannuation fund shall, in the case of an 
employer, be deducted in computing his income* profits or gains 
for the purpose of assessment, and, in the case of an employee, be treated for all the pur* 
poses of this Act as if it were a sura to which the provisions of section 15 apply ; 

Provided that no such exemption shall be allowable to an employee in respect of 
any sum which is not an ordinary annual contribution : 


Provided further that, where a contribution by an employer is not an ordinary an* 
nual contribution it shall, for the purposes of jfchis section, be treated, as the Central Board 
of Revenue may direct, either as an expense incurred in the year in which the sum is 
paid, or as an expense to be spread over such period of years as the Central Board of 
Revenue thinks proper, 

5BS. (1) Where any contributions (including interest on contributions, if any) 
are repaid to an employee, the amount so repaid Shall be deemed 
^Contrfbutions^ *° r the P ur P°ses of income-tax to be income of the employee for 
that year. 


(2) Where any contributions (including interest on contributions, if any) are repaid 
to an employee during his lifetime but not at or in connection with the terminatiou of 
his employment, income-tax on the amount so repaid or paid shall, except m the case Of 
an employee whose employment was carried on abroad, be deducted by the trustees of 
the fund at the average rate of tax at which the employee was liable to income-tax during 
the preceding three years or during such period, if less than three years, as he was a 
member of the fund, and shall be paid by the trustees to the credit of the Central 
Government within the prescribed time and in such maimer as the Central Board of 
Revenue-may direct. 


58T. Where an 

Deduction from pay of, 
and contributions on 
behalf of Employee to 
be included in Return 
under Section 21 


employer deducts from the emoluments paid to an employee or 
pays on his behalf any contributions of that employee to an ap¬ 
proved superannuation fund, he shall include all such deductions 
or payments in the return which he is required to furnish under 
section 21, 


S8U. If a fund or a part of a fund for any reason ceases to be an approved super* 

Liabilities of Trustees annuation fund the trustees of the fund shall nevertheless remain 
on cessation of approval ,, , , 

oi Fund, liable to account for tax on any sum paid —* 


{a) on account of returned contributions (including interest on contributions, ff 
any); and 

(6) in commutation or in lieu of annuities ; 

in so far as the sura so paid is in respect of contributions made before the fund or part 
of the fund ceased to be an approved fund under the provisions of this Chapter, 

58V, The trustees of an approved superannuation fund and any employer who 
contributes to an approved superannuation fund shall, when re* 
furniSea , I 1 n r r«wt of qnired by notice from the Income-tax Officer, within twenty-one 
Superannuation Funds, days of the date of such notice- 



r 1 fa) furnish to the Income-tax Officer a return containing each particulars of con- 
* tributions made to the fund as the notice may require; 

fa) prepare and deliver to the Income-tax Officer a return containing-— *: 

(t) the name and place of residence of every person in receipt of an an-'* 
nuity from the fund; 

(h) the amount of the annuity payable to each annuitant; 

(Hi) particulars of every contribution (including interest on contributions, 
if any) returned to the employer or to employees, and 

(w) particulars of sums paid in commutation or in lieu of annuities; 

fa) furnish to the Income-tax Officer a copy of the accounts of the fund to the 
last date prior to such notice to which such accounts have been made up, 
together with such other information and particulars as the Central Board 
bf Revenue may reasonably, require. 


CHAPTER X. 

Miscellaneous. 


5®* (1) The Central Board of Revenue may, subject to the control of the Central 
r Power tp M»ke Rules. Government, make rules for carrying out the purposes of this \ct 
and for the ascertainment and determination of any class of in¬ 
come. Such rules may be made for the whole of British India or for such pa it thereof 
- as may be specified. 


(2) Without prejudice to the generality of the foregoing power, such rules may — 

fa) prescribe the maimer in which, and the procedure by which, the income, 
profits and gams shall be arrived at in the case of— 

(i) incomes derived in part from agriculture and in part from business, 

(«) persons residing out of British India ; 

(6) prescribe the procedure to be followed on applications for refunds; 

(c) provide fox such arrangements with His Majesty's Government as may be 
necessary to enable the appropriate relief to be granted under section 27 of 
the Finance Act, 1920 or under section 49 of this Act. 

* fa) prescribe the year which, for the purpose of relief under section 49, is to be 
taken as corresponding to the year of assessment for the purposes of section 
27 of the Finance Act, 1920 and 

to provide for any matter which by this Act is to be prescribed. 

(3) In cases coming under clause (a) of sub-section (2), where the income, profits 
5 and gains liable to tax cannot be definitely ascertained, or can be ascertained only with 
-an amount of trouble and expense to the assessee which, in the opinion of the Central 
Board of Revenue, is unreasonable, the rules made under that sub-section may— 

fa) prescribe methods by which an estimate of such income, profits and gains may 
be made; and 

fa) * in cases coming under sub-clause (i) of clause fa) of sub-section (2), prescribe 
the proportion of the income which shall be deemed to be income, profits and 
gains liable to tax ; 

and an assessment based on such estimate or proportion shall be deemed to be duly 
•made in accordance with the provisions of Act. 
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* 0) >Tbe |K*w«r*0 make roles >cohfened by thia section shall, except onfhfe fir&t «w> 
*casion ©fthe exercise thereof, be subject to the condition of previous publication/ ■’ 

(5} *WMm tnaite under this section shall be published in the official Gazette &M 
shall thereupon have effect as if enacted in this Act, 


#0. (1) The Central Government may, by notification in the official Gazette, 
make an exemption, reduction in rate or other modification, in 
KxtiwtioxJ?*tte respect of income-tax in favour of any class of income, or in regard 
to the whole or any part of the income of any elasb of persons, 


(2) Where, by reason of any portion of an assessee’s salary being paid in arrears 
or in advance, or by reason of his having received m any one financial year salary for 
more than twelve months, or a payment which is under the provisions of sub-section 
41 ) of section 7 a profit in lieu of salary his income is assessed at a rate higher than that 
at which it would otherwise have been assessed, the Central Government may grant the 
appropriate relief. 

(3) After the commencement of the Indian income-tax (Amendment) Act, 1939, 
the power conferred by sub-section (1) shall not be exercisable except for the purpose of 
rescinding an exemption, reduction or modification already made. 


61 - (l) Any assessee, who is entitled or required to attend before the Appellate 

Tribunal or any Income-tax authority in connection with any 
Appearance by proceeding under this Act otherwise than when required under 
U sentativc*^' section 37 to attend personally for examination on oath or affir¬ 
mation, may attend by a person authorised by him in writing ia 
;this behalf, being a relative of or a person regularly employed by the assessee, or a lawyer 
or accountant or Income-tax practitioner, and not being disqualified by or under sub¬ 
section (3). 


(2) In this section,— 

(/) a person regularly employed by the assessee shall include any officer 
of a Scheduled Bank with which the assessee maintains a current 
account or has other regular dealings ; { 

(%i) “ lawyer means a Barrister-at-Law or Solicitor or any other person 

entitled to plead in any Court of law in British India ; 

(iii) " accountant M means a registered accountant enrolled in the Register 
of Accountants maintained by the Central Government under the 
Auditors Certificate Rules, 1932, or a holder of a restricted certifi¬ 
cate under the Restricted Certificate Rules,, 1932, or a member of 
an association of accountants recognised m this behalf by the Cen¬ 
tral Board of Revenue; 


(iv) 0 Income-tax practitioner ” means — 

(a) any person who, before the 1st day of April, 1938, attended before 
an Income-tax authority on behalf of any assessee otherwise than 
in the capacity of an employee or relative of that assessee ; 

(b) any person who has passed any accountancy examination recog¬ 
nised in this behalf by the Central Board of Revenue; or 1 

(£j) any person who has acquired such educational quaiificatioris m 
the Central Board of Revenue may prescribed for this purpose. 

(3) No person who has been dismissed from Government .service after the Hi day 
^ 1938, shall be qualified to represent an assessee under sub-section (1) ; add if 

^sny lawyer or Registered Accountant is found guilty of misconduct In connedBoli ! with 
•any income-tax proceedings by the authority empowered to take disCtpHnary : dbtiOn 
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against members of the profession to which he belongs, or if any other person ia lotted* 
guilty of each misconduct by the Commissioner of Income-tax, the Commis^oner erf 
Income-tax may direct that he shall be thenceforward disqualified to represent m meeosee 
under sub-section (1); ' 

Provided that— 


(«) no such direction shall be made in respect of any person unless he is given 
a reasonable opportunity of being heard, 

(h) any person against whom such direction is made may, within one month of 
the making of the direction, appeal to the Central Board of Revenue to have 
the direction cancelled, and 

{c) no such direction shall take effect until one month from the making thereof, or 
when an appeal is preferred, until the disposal of the appeal. 


Receipts to b« given. 


62. A receipt shall be given for any money paid or recovered 
under this Act. 


63. 

Service of Notices. 


(1) A notice or requisition under this Act may be served on the person therein, 
named either by post or, as if it were a summons issued by a 
Court, under the Code of Civil Procedure, 1908, 


(2) Any such notice or requisition may, in the case of a firm Or a Hindu undivided 
family, be addressed to any member of the firm or to the manager, or any adult male 
member of the family and, in the case of any other association of persons be addressed 
to the principal officer thereof. 

64. (1) Where an assessee carries on a business, profession or vocation at any 

Ptoce of Assessment pluoe, he shall be assessed by the Income-tax Officer of the area 
in which that place is situate or, where the business, profession or 
vocation is carried on in more places than one by the Income-tax Officer, of the area m 
which the principal place of his business, profession or vocation is situate. 

(2) In all other cases, an assessee shall be assessed by the Income-tax Officer of the 
area in which he resides. 

(3) Where any question arises under this section as to the place of assessment, 
such question shall be determined by the Commissioner, Of where the question is between 
places in more provinces than one, by the Commissioners concerned, or, if they are not 
in agreement, by the Central Board of Revenue: 

Provided that, before any such question is determined, the assessee shall have had 
an opportunity of representing his views: 

Provided further that, the place of assessment shall not be called in question by aa 
assessee if he has made a return in response to the notice under sub-section ' (1) of section 
22 and has stated therein the principal place wherein he carries on his business, profession 
or vocation, or if he has not made such a return shall not be called in question after the 
expiry of the time allowed by the notice under subjection (2) of section 22 or under sec¬ 
tion 34 for the making for a return : , 

Provided further that if the place of assessment is called in question by an assessee 
the Income-tax Officer shall, if not satisfied with the correctness of tjie claim, refer the* 
matter for determination under this sub-section before assessment is made. 


(4) Notwithstanding anything contained in thia section, every Income-tax .Officer 
Shall have all the powers conferred by or under this Act on am Income*tax Officer in res* 
pect of any income, profits or gains accruing, or arising or received within > the area far 
which he is appointed* , * ... . „ i * . 



„ si® fto pmMm of mbm&on (I) and (2) shall not apjijr and shaB 

at any thne to%ava afped td ady tewsftefr- 

W *»» "tKOTsi fca assessment or r^a«ae«5na^it for the imposes of this Act has 
toteo/i* being or is to be made in the course of any case in respect of which 
* Commissioner of income-tax appointed without reference to area under 
' snh-section (2) of section & is exercising the functions of a Commissioner 

of Income-tax; or 

1 W where by any direction given or any distribution or allocation of work made 
by the Commissioher of Income-tax under sub-section {5) of section 5, or 
, in consequence of any transfer made by him under sub-section (7 A) of section 

P* a particular Income-tax Officer has been charged with the function of 
assessing that assesses; or 

i c ) “Who or whose income is included in a class of persons or a class of incomes 
specified in any notification issued under sub-section (6) of section 5; 
tmt the assessment of such person, whether the proceedings for such assessment began 
before or a ter the 1st day of April, 1939, shall be made by the Income-tax Officer for the 
time being charged with the function of making such assessment by the Central Board 
of Revenue or by the Commissioner of Income-tax to whom he is subordinate, as the 
case may be. 

GS. Every person deducting, retaining or paying any tax in pursuance of this Act 

Indemnity. in res P ect of income belonging to another person is hereby indem¬ 

nified for the deduction, retention or payment thereof. 

66. (1) Within sixty days of the date upon which he is served with notice of an 

order under sub-section (4) of section 33, the assessee or the Com- 
AppSSe Tribunal Sloner may, by application in the prescribed form, accompanied 

High Court. where application is made by the asst'ssee hy a fee of one hundred 

rupees, require the Appellate Tribunal to refer to the High Court 
any question of taw arising out of such order, and the Appellate Tribunal shall within 
ninety days of the receipt of such application draw up a statement of the case and refer 
it to the High Court: 

Provided that, if in the exercise of its powers under sub-section (2), the Appellate 
Tribunal refuses to state a case which it has been required by the assssee to state, the 
assessee may, within thirty days from the date on which he received notice of the refusal to 
state the case withdraw his application and, if he does so, the fee paid shall be refunded. 

(2) If on any application being made under sub-section (1) the Appellate Tribunal 
refuses to state the case on the ground that no question of law arises, the assessee or the 
Commissioner, as the case may be, may, within six months from the date on which he is 
served with notice of the refusal, apply to the High Court, and the High Court may, if it 
is not satisfied of the correctness of the decision of the Appellate Tribunal, require the 
Appellate Tribunal to state the case and to lefer it, and on receipt of any such requisition 
the Appellate Tribunal shall state the case and refer it accordingly. 

(3) If on any application being made under sub-section (1) the Appellate Tribunal 
rejects it on the ground that it is time-barred, the assessee or the Commissioner as the 
case may be, may, within two months from the date on which he is served with notice 
Of the rejection, apply to the High Court, and the High Court if it is not satisfied of the 
correctness of the Appellate Tribunal's decision, may require the Appellate Tribunal to 
treat the application as made within the time allowed under sub-section (1). 

(4) If the High Court is not satisfied that the statements in a case referred under 
tfcfa section are sufficient to enable it to determine the question raised thereby, the Court 
uiay refer the case back to the Appellate Tribunal to make such additions thereto or 
alterations therein as the Court may direct in that behalf. 
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i&). The High Court upon the hearing oiany such cade shall decide the<|iie&1&to of 
law raised thereby and shall deliver its judgment thereon containing the grounds tm 
which such decision is founded and shall send a copy of such judgment under the seal of 
tt*e Cburt and the signature of the Registrar to the Appellate Tribunal which shall pass 
such Orders as are necessary to dispose of the case conformably to such judgment. 

<6) Where a reference is made to the High Court the costs shall be in the discretion 
of the Court. 

(7) Notwithstanding that a reference has been made under this section to the High 
Court, income-tax shall be payable in accordance with the assessment made in the case: 

Provided that, if the amount of an assessment is reduced as a result of such reference 
the amount overpaid shall be refunded with such interest as the Commissioner may allow 
unless the High Court, on intimation given by the Commissioner within thirty days of 
the receipt of the result of such reference that he intends to ask for leave to appeal to His 
Majesty in Council, makes an order authorising the Commissioner to postpone payment 
of such refund until the disposal of the appeal to His Majesty in Council. 

(7A) Section 5 of the Indian Limitation Act, 1908, shall apply to an application 
to the High Court by an assessee under sub-section (2) or sub-section (3). 

(8) For the purposes of this section “ the High Court" means— 

(a) in relation to British Baluchistan, the High Court of judicature at Lahore; 

(b) in relation to the province of Ajiner-Merwara, the High Court of Judicature 

at Allahabad : and 

(c) in relation to the province of Coorg, the High Court of Judicature at Madras, 

66A. (l) When any case has been referred to the High Court under section 66. 

it shall be heard by a Bench of not less than two Judges of the 
High Court, and in respect of such case the provisions of section 
98 of the Code of Civil Procedure, 1908, shall, so far as may be, 
apply notwithstanding anything contained in the Letters Patent 
of any High Court established by Letters Patent or in any other* 
law for the time being in force: 

Provided that wherein any reference heard by the Bench of the Court of the Judicial 
Commissioner of the North-West Frontier Province, a difference of opinion arises between 
the Judicial Commissioner and the Judge of the said Court, the opinion of the Judicial 
Commissioner shall pievail. 

(2) An appeal shall lie to His Majesty in Council from any judgment of the High 
Court delivered on a reference made under section 66 in any case which the High Court 
certifies to be a fit one for appeal to His Majesty in Council. 

(3) The provisions of the Code of Civil Procedure, 1908, relating to appeals to 
His Majesty in Council shall, so far as may be, apply in the case of appeals under this 
section in like manner as they apply in the case of appeals from decrees of a High 
Court; 

Provided that nothing in this sub-section shall be deemed to affect the provisions of 
sub-section (5) or -sub-section (7) of section 66. 

Provided further that the High Court may, on petition made for the execution of 
the order of His Majesty i n Council in respect of any costs awarded thereby, transmit the 
order for execution to any Court subordinate to the High Court. 

(4) Where the judgment of the High Court is varied or reversed in appeal under 

this section effect shall be given to the order of His Majesty in Council in the manner 
provided m sub-sections (5) and (7) of section 66 in the case of a judgment Of the High 
Court. , , * 


Reference to be heard 
by Benches of High 
Courts, and appeal to 
lie in certain eases to 
Privy Council. 



0 Nothing In the section shaft be deemed— 1 k " 

(a) to bar the full and unqualified exercise of His Majesty's pleasure ifc receiving* 
or rejecting appeals to Hfe Majesty in Council* or otherwise to&motmr ; at 

(B) to interfere with any rules made by the Judicial Committee of the Privy Coun¬ 
cil* and for the time being in force* for the representation of appeals to His 
Majesty in Council, or their conduct before the said Judicial Committee* 

• No suit sbaU be brought- in. any Civil Court to set aside or modify hay as¬ 

sessment raade^nder this, Act, and no prosecution, suit or other 
B ** 40 civil proceeding shall lie against any officer of the Crown for anything in, 

good faith done or intended to be done under this Act. 

67A. In computing the period of limitation prescribed for an appeal under this 
Act or for air application under section 66* the day on which the 
order complained of was made, and the time requisite for obtain¬ 
ing a copy of such order, shall be excluded. 

1st day of April in any year provision has not yet been made by an 
Act of the Indian Legislature for the charging of income-tax for 
that year, this Act shah nevertheless have effect until such provi¬ 
sion is so made as if the provision in force in the preceding year or 
the provision proposed in the Bill then before the Legislature, 
whichever is more favourable to the assessee, were actually in force. 

68. (Repeals). Repealed by the Repealing Act , 1627 (12 of 1627). 


Computation ot periods 
of Limitation. 


67B. If on the 


Ac* to hove effect 
pending legislative 
provision for charge of 
Income-tax. 


THE SCHEDULE. 

(See Section 10(7)) 

Rules for the computatioiTof the Profits and Gains of Insurance Business. 

1* In the case of any person who carries on, or at any time in the preceding year 
carried on, life insurance business the profits and gains of such person from that business 
shall be computed separately from his income* profits or gains from any other business. 

2. The profits and gains of life insurance business shall be taken to be either— 

(a) The gross external incomings of the preceding year from that business less the 

management expenses of that year; or 

(b) the annual average of the surplus arrived at by adjusting the surplus or deficit 

disclosed by the acturial valuation made for the last inter-valuation period 
ending beiore the year for which the assessment is to be made, so as to 
exclude from St any surplus or deficit included therein which was made in 
any earlier inter-valuation period and any expenditure other than expen¬ 
diture which may under the provisions of section 10 of this Act be allowed' 
for in computing the profits and gains of a business, 

whichever is the greater: 

Provided that the amount to be allowed as management expenses shall not exceed — 

(a) 7i per cent, of the premiums received during the preceding year in respect of 
single premium life insurance policies* plus 

(6) m respect of the first year’s premiums received in respect of other life insur¬ 
ance policies for which the number of annual premiums payable is less than 
twelve, or for which the number of years during which premiums are payable 
' is less than twelve, for each such premium or each such year 7£ per cent, of 
such first year's premiums received during the preceding year, plus 



(c) 90 per cent of the first yearis premiums received during the preceding year 
, ft reapec^crf all other life insurance policies, 

-(d) 12 per cent, at all renewal premiums received daring the preceding year. 

3* In computing the surplus for the purpose of rule 2.—- 

far) One-hall of the amounts paid to or reserved for or expended oil behalf of policy* 
holders shall be allowed as a deduction : 

• ^Provided that in the first such computation made under this rule of any such 

surplus on account shall be taken of any such amounts to the extent to which 
they are paid out of or in respect of any surplus brought forward from a 
previous inter-valuation period : 

provided further that if any amount so reserved for policy-holders ceases to 
be so reserved, and is not paid to or expended on behalf of policy-holders 
one-half of such amount, if it has been previously allowed as a deduction, 
shall be treated as part of the surplus for the period in which the said amount 
ceased to be so reserved; 

{b) any amount either written off or reserved in the accounts or through the 
actuarial valuation balance sheet to meet depreciation of or loss on the real¬ 
isation of securities or other assets, shall be allowed as a deduction, and any 
sums taken credit for m the accounts or actuarial valuation balance sheet 
on account of appreciation of or gains on the realisation of the securities or 
other assets shall be included in the surplus : 

Provided that if upon investigation it appears to the Income-tax Officer after 
consultation with the Superintendent of Insurance that having due regard 
to the necessity for making reasonable provision for bonuses to participating 
policy-holders and for contingencies, the rate of interest or other factor 
employed in determining the liability in respect of outstanding policies is 
materially inconsistent with the valuation of the securities and other assets 
so as artificially to reduce the surplus, such adjustment shall be made to the 
allowance for depreciation of, or to the amount to be included in the surplus 
in respect of appreciation of, such securities and other assets, as shall increase 
the surplus for the purposes of these rales to a figure which is fair and just. 

(c) Interest received in respect of any securities of the Central Government which 
have been issued or declared to be income-tax free shall not be excluded 
but the whole amount of such interest received during the inter-valuation 
period shall be exempt from income-tax under the second proviso to section 
8 though not from super-tax, 

4. Where for any year an assessment is made in accordance with the annual average 
Of a surplus disclosed by a valuation for an inter-valuation period exceeding twelve months, 
then, in computing the tax payable for that year, credit shall not be given in accordance 
with sub-section (5) of section 18 for the tax paid in the preceding year, but credit shall 
'be given for the annual average of the income-tax paid by deduction at source from 
* interest on securities or otherwise during such period. 

5. For the purpose of these rules— 

(i) 1 preceding year * means that year for which annual accounts are required 
to be prepared under the Insurance Act, 1938, immediately preceding the 
year for which the assessment is to be made or until the commencement of 
the Insurance Act, 1938, the previous year as defined in section 2 of 
this Act; 

(ii) * gross external incomings/ means the full amount of incomings from interest, 
t dividends, fines and fees and all other incomings from whatever source 
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derived (except premiums received from policy-holders and interest and" 
dividends cm any annuity fund) and includes also profits from reversions and 
on the sale or the granting of annuities, but excludes profits on the realise 
tion of securities and other assets: 

Provided that incomings, including the annual value of the property occupied 
by the assess©©, which but for the provisions of sub-section (7) of section 10 
would have been assessable under section 9 shall be computed upon the 
basis lard down in the last-named section and that there shall be allowed 
from such gross incomings such deductions as are permissible under that 
section. 

(in) * management expenses ' means the full amount of expenses (including com¬ 
missions) incurred exclusively in the management of the business of life* 
insurance, and in the case of a company carrying on other classes of business 
as well as the business of life insurance in addition thereto a fair proportion 
of the expenses incurred in the general management of the whole business. 
Bonuses or other sums paid to or reserved on behalf of policy-holders, depre¬ 
ciation of, and losses on the realisation of, securities or oilier assets and 
any expenditure other than expenditure which mav under the provisions of 
section 10 of tins Act be allowed for m computing the profits and gains of 
a business are not management expenses for the purposed of these rules ; 

(in) 'life insurance business' means life insurance business as defined in clause 
(11) of section 2 of the Insurance Act, 1938. 

(v) ' securities 1 includes stocks and shales. 

6. The profits and gains of any business of insurance other than life insurance shall 
be taken to be the balance of the profits disclosed bv the annual accounts, copies of which 
are required under the Insurance Act, 1938, to be furnished to the Superintendent of 
Insurance after adjusting such balance so as to exclude from it any expenditure other 
than expenditure which may under the provisions of section 10 of this Act be allowed 
for in computing the profits and gams of a business. Profits and losses on the realisa¬ 
tion of investments and depreciation and appreciation of the value of investments shall 
be dealt with as provided in rule 3 foi the business of life insurance 

7. Ihe profits and gams of companies carrying on dividing society or assessment 
business shall be taken to be 15 per cent, of the premium income of the previous year, 
or in the case of non-resident companies 15 ptr cent, of the British Indian premium in¬ 
come of the previous year 

8* The profits and gams of the British Indian branches of an insurance company 
not resident m British India, in the aliseuce of more reliable data, may be deemed to be 
the proportion of the total world income of the company corresponding to the proportion 
which its British Indian premium income bears to its total premium income. For the 
purpose of this rule, the total world income of life insurance companies not resident in 
British India whose profits are periodically ascertained by actuarial valuation shall be 
computed in the manner laid down in these rules for the computation of the profits and 
gains of life insurance business carried on in British India, 

9. These rules apply to the assessment of the profits of any business of insurance 
carried on by a mutual insurance association. 
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